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PREFACE 


'riU; jfratifving reception accorded to previous books of the author 
lias induced him to add the present volume to tlie list of his published 
works, in order to bridge the gap between Book-keeping and Accounts 
and his arlvanced treatise entitled Accounting. The publication of 
the present work completes the author’s series of book-keeping and 
accountancy text-books, and these now meet students’ needs no 
matter what the stage of advancement they may have reached, 

“Elementary Book-keeping.” — This is the beginner’s book, 
and the style of tvriting and method of exposition is adapted accord- 
ingly. It fully covers the requirements of the junior student sitting 
for the elementary examinations of such examining bodies as The 
Royal Society of- Arts; The Union of Lancashire and Cheshire 
Institutes; The County Council of the West Riding of Yorkshire; 
The Midland Counties Union of Educational Institutions; The 
National Union of Teachers; The East Midland Educational Union; 
'fhe College of Preceptors ; and The London Chamber of Commerce. 

“ Book-keeping and Accounts.” — This book more than meets 
all the requirements of students taking the intermediate examinations 
of the Authorities mentioned above, and it is also a complete text- 
book for the self-taught student. A fully-worked Key to this book 
is available. 

“Higher Book-keeping and Accounts ’’—the volume now 
oifered— carries the treatment of the subject to the degree of mastery 
expected of those offering themselves for the most advanced examina- 
tions of the Examining Authorities mentioned above, and also for 
the examinations of the various Professional Societies. A Key to 
this book is now' available. 

“Accounting.”— This volume is the most comprehensive of 
the author’s works, and treats the subject-matter included in advanced 
examination syllabuses in’ great detail and very practically, not only 
to enable the ambitious student to secure distinction in his final 
examination, but also that he may equip himself thoroughly for the 
practical duties that will confront him as Company Secretary, 
Accountant, and Auditor, in the modem business world. It is hoped 
tliat this tvork, now in its fourth edition, will prove of service to the 
student long after he has done -with the examination room. 

At least 75 % of the practical work undertaken by the present- 
day book-keeper, accountant, and auditor relates to private partner- 
ships, and joint-stock companies. It is therefore not surprising that, 
in examination work, Questions on partnership, and joint-stock com- 
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panics’ accounts, shoiikl he equally prominent. I'liese facts arc 
recognised in Higher Book-keeping and Accounts, and tlic space 
allotted to partnership and joint-stock companies ha.s been sidlicicntly 
generous to permit of uxlianslive treauneut of these subjects. 

Further, throughout this work, as the very mmicrous textual 
illustration-s will show, the author has been at pains to deal with thi; 
special difficulties of .students, as they have been revealed to him 
throughout his twenty year.s’ experience as an examiner to Profe.ssional 
■and Educational Authorities in book-keeping, accounting, and auditing. 

In' view of the examination in banldng held by the Royal Society 
of Arts, and the questions on General Commercial Knowledge 
asked in the examination papers of the Professional Societies, 
the treatment of bills of exchange, cheques, and [iromi.ssory 
notes and the subjects of banking and foreign exchange is intwh 
fuller than is usual in a text-book on book-keeping. Moreover, 
modern bu.siness demands a mote inlinuite acijuaintance with these 
important subjects tlian has sufficed in the past, But these chajiters 
do not profess to give more than an outline of the sulq'cet;?, and 
that often withotit the qualifying, explanatory, asui eritical statements 
that more extended treatment (impossible in a general text-lMiok on 
book-keeping) woidd have permitted. 

The author's thank.s are due, and are heic accorded, to E. B. 
Christian, Es<i., LI/.B,, Solicitor, who has contrilmted the chapter on 
Paitncrship Law, 

.SpiiN'em Ilou.sii, SonpH Piacf, 

London, K.C.a. 

October \ist, 1927. 


PREFACE TO THE FOURTH EDI'HON 

'Fins edition ha.s been thoroughly revised in conformity with the 
Companies Act, iqaQ. 

August tst, 1930. 


PREFACE TO THE FIFEH EDITION 


Fifth hnpirssiim 


This edition is substantially the same as the. fourth edition except foi' 
minor corrections, and the revision of the Income Tax chapter in the 
light of the Finance Act^ 193S. 


August, J93S 


F. n Mouill:. 
K hVaiN 
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HIGHEE BOOK-KEEPING 
AND ACCOUNTS 


Chapter I 
SINGLE ENTRY 

The advantages of Dovible Entry and the disadvantages of Single 
Entry book-keeping have been dealt with in the elementary text-books 
and need not be discussed herel 

Definition. — The term “ Single Entry” signifies that the method, 
or lack of method, employed in recording the transactions of a business, 
fails in some essential to deal with the two-fold aspect of every transac- 
tion ; in other words, that the double entry maxim “ every debit 
must have its credit ” is ignored. Single entry book-keeping is merely 
defective book-keeping. Pure single entry is seldom found in practice ; 
at the very least a Cash Book will be kept. 

A typical set of single entrv books usually comprises (a) Ledger 
for keeping the personal accounts of debtors and creditors ; (i) 
Sales Book, the details being posted to customers' personal accounts. 
If no actual book is kept the saies are entered direct from the invoices. 
No posting is made of sales totals, {c) Single-column Cash Booh. 
Items relating to personal accounts are posted, but no postings are 
made to nominal accounts, (d) Creditors’ accounts are posted from 
a waste book, no Purchases Book being kept ; (e) Discounts allowed 
and ‘received are entered direct in the personal ledger accounts, no 
other records being made, To some extent, therefore, single entry 
is a composite method. But it provides no check ensuring accuracy, 
and no classified information, both of wliich are essential to a scientific 
system of book-keeping. The trader’s financial position can be ascer- 
tained only by means of a Statement of Affairs. 

Ascertaining Profits under Single Entry. — If no books at all were 
kept, it would still be possible, theoretically, to ascertain the profit 
for a particular period by calculating the increase in the net value of 
the assets at the end -df the period over the net value of the assets at 
the beginning of the period, adjustments being made for any amounts 
paid in or withdrawn by the proprietor during the period. If we could 
assume that the assets and liabilities were accurately recorded, both at 
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the beginning and the end of the perind, tlien the resulting profit 
or loss so ascertained would he the same as that shown by a Profit 
and Loss Account prepared front books kept on double entiy prin- 
ciples. But no details as to how the profit was made, or what the 
e.xpeuses were, would he available, and contparison-s with previous 
periods would he impossible. Apart from these grave defect.^, it would 
be found in practice that the data necessary fur the preparation of an 
accurate inventory of assets and liabilities at any date would not be 
available by such loose methods. 

Conversion into Double Entry. — I'he most satisfactory way of 
preparing accounts from single entry books is to iiistal a double entry 
system. A Statement of Affairs prepared at the date of installation 
would provide the basis for the opening Journal entries ; and it would 
also determine the profit for the -past period, if the capital at the begin- 
ning of that period were known. 

llluitration. — J. Young commenced busines.s on January i, 19.., with 
.a ca-sh c.apital of £1,000, with which he opened a business banking account. 
He kept a personal ledger in which he recorded nil tiansactions with 
customers and wholesale houses. All pajanents were made by cheque 
and all receipts banked. At December 31, 19.., he found that he owed 
£550, and had owing to him £1,400. His Stock, valued at cost price, 
was £350, and his Bank Balance was £250. Other assets valued at cost 
were: Fixtures, £150 ; Motor Lorry, £500; Rent paid in advance, £50. 
He had drawn regularly £5 per week during the year, but owing to 
dilficulty in collecting book debts he had to pay in an additional £300 
capital during December. 

(t) Calculate his profit for the year, writing off 8 % per annum on 
the fixtures and 20 % per annum on tlie motor lorry. Interest on opening 
Capital to be computed at s %. 

(2) Prepare a “ Statement of Affairs ” as at December 31, 19.., with a 
view to opening a set of books as from the following day. 

J, Young. 

STATEMENT OF PROFIT, DECEMBER 31, 19... 



i 

8 . 

d. 

£ 

5 . 

ll. 


£ 

%. 

d. 

£ 

s. 

d. 

Creditors 




350 

0 

0 

Mxturcs, «i co^it 

X 5 « 

0 

0 




Capital as at .Ian. ist 

1,000 

0 

0 




Ltis Dc|ncn.ition . ♦ 


0 

0 




^rfricasJi paidln .. 

300 

0 

0 








138 

0 

0 



— 

— 

1,300 

0 

0 

Motor laotry, at cost. . 

300 

0 

0 









— 

— 

Lfss Di'piccUiioii , . 

too 

0 

0 








1.850 

0 

0 



— 


400 

a 

a 

Balauce earned down 




998 

0 

0 

Payments in advance 




30 

0 

0 








Stock . . , » 




350 

0 

0 








Debtors* 




1,400 

0 

0 








Cash at Bank . . , , 




250 

0 

a 








Drawings . . . « > . 




*60 

M 

0 




£ 


i 

0 




£ 

*,.848 

1 

0 

Interest on Capital . . 




50 

0 

0 








Net I'lufU 




9,8 

0 

0 

IbUaut'c bi'ou?;bt down 




998 

0 

D 





£998 

0 

0 





£998 

0 

m 
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S^i’ATKMENT OF AFFAIRS, DECEMBER 31, iq... 


Liabimtiks 

£ 

8. 

d. 

£ 

«>. 

d. 

Assets. 

£ 


rt. 

c 


d. 

Crcditorb 




350 

0 

0 

Fixtures 




138 



Capital Arrannt as at 







Motor Lorry . . . . 




400 

0 

0 

Jan, ist 

r,ooo 

0 

0 




Payments m advance — 







Add (.ash paid in . . 

300 

0 

u 




Rent 







Add Interest on Capi* 







Stock 







ta! 

.“io 

Q 

0 




Debtors 







Add Net Profit 

94S 

0 

1) 




Cash 




230 

0 

0 



0 

0 











Lfss Drawings. . 

20n 

0 

0 













— 

— 

2,038 

0 

0 











£ 

2,588 

0 

0 




£ 

2.588 

0 

0 


The items in the above Statement of Affairs can now be journalised 
and posted to a Private Ledger. The cash balance will be the first 
entry in the Cash Book. The existing Sales and Bought Ledger 
balances will be agreed with the schedules, and the totals of the sche- 
dules with those in the Statement. Subsidiary books, such as Sales 
Book, Purchases Book, Returns Book, Petty Cash Book, will be brought 
into being, and instructions be given that adequate records of all 
transactions shall be kept, and that no entries shall be made in the 
Ledgers except by posting from a book of original entry. 

Conversion by Completion of Double Entry.— In some cases 
it will be possible to prepare an approximately correct Profit and Loss 
Account by carrying through the double entry in detail, as, for example, 
where a Cash Book has been correctly posted to the Sales and Bought 
Ledgers ; Sales and Purchases Books have been kept ; Discount 
has been recorded, and Returns and Allowances have been entered 
in special books. It will then be necessary to open Nominal Accounts ; 
, complete the postings of expense accounts, etc., from the Cash Book ; 

' and record the impersonal aspect of the transactions with debtors and 
creditors by totalling the Sales and Purchases Books, crediting a Sales 
Account with the sales and debiting a Purchases Account with the 
purchases. Generally, however, it will be impracticable to complete 
the double entry in detail, and the figures for sales, purchases, expense 
items, etc., will have to be found by analysis and total accounts. The 
accuracy of the accounts will, of course, depend upon the accuracy of 
the original records. 'Where, e.g., cash receipts are not banked 
intact, but partially used for making petty cash and other payments, 
the completeness of the records will largely depend on the tenacity 
of the proprietor’s memory. Where no Sales and Purchases Books 
have been kept, the sales, purchases, returns, etc., cm be ascertained 
by analysing the Personal Ledgers, or by summarising the duplicate 
copy sales, invoices, etc. When accounts have been raised for Cash, 
Total Debtors, and Total Sales, and the double entry has been com- 



pletecl, a I'rial Balance can he exlractcci, adjnsfnicnls made, and 
accounts prepared in the usual way. 

JUuslration. — J, Yminp; (see previous illustration) desiies a 'riadine 
and Profit and Loss Account foi the year ended Deccniher ^t, lo.., and 
a Balance Sheet as at that date for submission to the Inspettoi of 'Paxes. 
With the exception of the Personal Ledger (entered up on the “ slip " 
system from invoices, credit notes, counterfoil cheques, etc.) and the Bank 
Pass Book, he has kept no books, except a Petty Cash Book. 

Since all cash received is banked and all payments are matle by cheipie, 
the Pass Book will serve for the analysis of cash ; and an analysis of tlie 
Personal Ledger will give details of sales, purchases, etc. Loose shceis 
ruled with columns, each appropiiately headed, will be useil fui the 
analysis. 

■^I'he following are the results of the analysis ; — 


ANALYSIS OF CASH (BANK) BOOK. 


RKnnns. 

f. 

S. ll. 

£ 

s. 

d 

Pavmknts. 

£ 

1 

rl. 

£ 

s. 

d. 

Capital paid m laii. ist 



1,000 

0 

0 

Purctiase of Inxtures. . 





0 

0 

Addilioiuil Capital . . 



300 

0 

0 

Purchase of I-orry . . 


H 


500 

n 

0 

Ueu'ued from iJoblois 



3,080 

0 

0 

Rent . . 


H 


250 

0 

0 







Drawings 


H 


2 do 

n 

0 

y 






Wages . . . . . . 


H 


300 

0 

0 







fracle Expenses (de- 


H 



H 








Wllfti) 


H 




0 







Pettv Cassh . . . , 


H 


BB 

19 

0 

y 






P.ii<l to Creditors 


H 


i.doo 

0 

0 







Balaine, Dec. 31st .. 


1 


250 

0 

u 



£ 

4,380 

0 




1 

£ 


" 

0 

ANALYSIS 01 

' SALES 

LEDGER ACCiOUNTS 





Dudits. 

f. 

s. 

<1. 

£ 

8. 

ll. 

CURIJITS. 

£ 

8. 

ll. 

£ 

s. 

(I. 

Sales , . 




4.OOO 

0 

0 

(*ash UTeived .. .. 





0 

0 








DihOfmnth allowed .. 




30 

0 

0 








Returns 




3 “ 

0 

tl 








(.omr.is (Rmight I.eil 














Kl'I) 




40 

u 

n 








HalanecM, Dee, 3iht .. 




1,400 

0 

0 




£ 


0 

0 




r 

4,dtM) 

0 

t) 


ANALYSIS OF PURCHASES I.EUGER ACCOUN'l’S. 


Debits. 

£ 


d. 

£ 

s. 

d. 

Credits. 

£ 

s. 

•1 

t 

S. 

(1. 

Cosh paid 




1,990 

0 

0 

I’urchases . . . . . . 




2,0X0 

0 

0 

Discount received . . 




10 

0 

0 








Returns 




20 

0 

0 








Contras (Sales Ledger) 




40 

0 

0 








Balances, Dec. 31st . . 




550 

0 

0 

y 










£ 

2,6x0 

0 

0 




L 

2,6X0 

0 

0 


Accounts should be opened for Cash, Total Debtors, I'otal Creditors, 
Sales, Purchases, etc,, and the above icsuUs journaliscil and posted. A 
Trial Balance will then result as follows ; — 
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'i'RIAL BALANCE, DECEMBER 


31. 

Da. 


19. 


Cr. 



c 

S, 

1 d. 

i 

s. 

d. 

f. VnuiiR, f ajiital Account 




1,300 

D 

! 0 

I>t.uvini’5 

z6o 

0 

0 




Inxturob .. 

150 

1 0 

0 




Motor I-oirv .. .. 







Cnfah at Bank 

250 

0 

0 




Debtors .. .. .. 

1,400 

0 

0 




Creditors .. .. 




550 

, 0 

0 

Sales 




4, 600 

0 

0 

Sales Returus 

50 

0 

0 




Purchases . . . . . . , , , . 

2 , 6 tO 


0 




Purchaspb Kotuins 




20 

0 

0 

Discount allowed 

30 


0 




Di'-couut received .. 


0 1 


10 

0 

0 


250 

0 

0 





300 

0 

0 




Tiade FApeuses {dciaiU'd) 

670 

0 

0 




Patty rixpeiibcb (J’elty Cash) .. 

10 1 

0 

0 


! 



f6,4So 

0 

0 

ifi,48o 

0 

0 


J. Young. 

TRADING AND PROFIT AND LOSS ACCOUNT FOR THE YEAR 


ENDED DECEMBER 31, 19... 

Du. Cr. 



The Balance Sheet will, of course, be the same as in the previous 
illustration. 


EXAMINATION QUESTIONS 

1 . Name some of the defects of single entry book-keeping. (National 
Union Teachers.) 

2 . In a firm where nothing beyond a Cash Book has been kept and 
stock taken, you are required to prepare a Balance Sheet, Trading, and 
Profit and Loss Accounts. Describe your methods, (Incorporated Ac- 
countants.) 






3 , I'hf hooks of a husiness have been kept by single entry. I'bcy are ntadc 
up to a date, stock has been taken and valued, and )t is desired to convert 
them into double entiy. lixplain how this is to be done. {(Chartered 
Slecrelmifs.) 

4 . A retail trader had not kept proper books of account, but from the 
following details you are required to aseeitain the profit or los.s for the year 
ended December 31, 19.., and also to prepare Statement of Affuiis at that 
date ; — 



Lii. I, iq. . 

I;ec. 31, 19. 


£ 

£ 

Stock-in-trade 

1 ,670 

1,850 

.Sundry Creditors 

. . . . 1 ,540 

1,400 

Sundry Debtors 

.. 1,120 

1 ,050 

Clash in hand 

. . . . 25 

120 

Bank Overdraft 

2,020 

1,940 

Bills Receivable 

.... I ,.505 

1 ,420 

Fixtures, Fittings, etc 

.... tso 

150 

Motor Van 

. . . . 190 

190 


The drawings during the year amounted to £260. Depreciate Fixtures, etc,, 
by 10 %, write £30 oil Motor Van. As regards the Debtors, it ia a.sccrtained 
that £50 is irrecovetable and a further reserve of 5 % should be made. Also 
reserve £70 in respect of Bills Receivable. (London Association Accountants.) 

5 . Vou are instructed by a client to convert his single entry system into 
one of double entry. How would you proceed ? Give entry or entries based 
on the following statement of Assets and Liabilities ; — • 


LiAnii.iTiES. 

£ 8. d. 

Sundry Creditors . . 2,14(1 9 2 

Ixrans 500 o o 

Bills Payable .. .. 1,(185 4 9 

Bank Loan . . . . 500 o o 


Assets. 


Sundry Dcbtois 

£ 

. 3.S96 

S, 

7 

d. 

2 

Cash 

. 5 f)t 

9 

2 

Stock . . . , 

■ 1 .924 

2 

8 

P'urniturc , . . , 

. 187 

0 

0 

Premises . . 

. 2,000 

0 

0 


(Ciiiartcicd Accotmlants.) 

S. Robert Webber keeps his books by tlie single entry method. IJis 
financial position on January ist was us follows : — 

Cash in hand, £12 los. ; tiiock-in-tradc, £642 iss. ; Fixture.s and 
Fittings, £89 ; Cash at Bunk, £153 ; ,Sundry Debtora, £421 los. j Machinery 
and Plant, £981 j Sundry Creditors, £1,209 i.Sa- 

During the year Robert Webber withdrew from the business, for private 
purposes, the sum of £480. 

On December 31st, Webber’s financial position was ns follow.s : — 
Machinery and Plant, £1,350 103. ; Fixtures and Fittings, £80 loa. | 
Sundry Debtors, £732; Stock-in-trade, £950 tos. ; Cash in hand, £15; 
Bank Overdraft, £500 ; Sundry Creditors, £1,400 los. 

From the above particulars, prepare a Statement showing the profit made 
by Webber for the year ended December 31st. When preparing this state- 
ment, no depreciation need be written off any of the assets, and no provision 
for Bad and Doubtful Debts is necessary. (London Chamber Coinnierce.) 

7 , You are instructed by T. Jones, who keeps hi.s books by single entry, 
to prepare a Prolit and Loss Account of hi.s business for the year ended 
September 30, 1911, together with a Balance Sheet as on that date, 

Upon analysing the Cash Book for the year, you find the following, viz, ; — 
Bank Overdraft at October t, igio, £800 ; Interest on above and Bank 



SINGLE ENTRY ^ 

Salary £aoo ; 

Trade Creditors, £3,000; Balance at Banl-ero J Paid to 

Balance in hands or'Cashier, September 30 loii 
Debtors, £s,ooo ; Received from Cash Sales, ^ 
October i, igio, was £7,000. 

ois Stock on hand on October i loio Ct i o i 

igi I, £2,044 : his Creditors on October I ’l 010 i S®P‘®"’ber 30, 

1911, £r.ioo; his Debtors on October ^ in j’o’^ /I °oo f T 
30, igii, £6,000 ; his Furniture on October i ini'^r^n; September 

Business Premises and Furniture. ^ ^ ^ Depreciation on 

In addition to the £aoo salary alreadv mid m fti« *v^r,., l ■ *11 

c°ommrsrn""°" ohar^nl^^ich sd^rTan^d 

structed! Tchmered^AccoTntan^^'^^^^^ accounts as in- 



Chapter II 

SELF-BALANCING LEDGERS 

Definition. — In the usual course, as the student is awiuc, the 
compensating; double entry for a ledger posting is contained in some 
subsidiary book, e.g. in a personal ledger account, gooiis debited 
are offset by a compensating credit in the Sales Journal, and cash 
credited by a debit in the Cash Book, and so on. The term self- 
balancing ledger, on the other hand, expresses the fact that the double 
entry has been completed within the ledger itself. The obvious corollary 
to this procedure is that the extraction of all the balances from that 
particular ledger will result in a Trial Balance proving the arithmetical 
accuracy of the posting of the ledger at any chosen date. 

Procedure. — To achieve the result indicated above, every debit 
appearing in the accounts in a particular ledger is duplicated by a 
credit, and every credit by a debit, in an Adjustment Account, usually 
kept at the end of the ledger. The Adjustment Account thus contains 
a summary, in totals, of all the detailed debits and credits appearing 
in the individual accounts in the ledger. It will be clear, therefore, 
that the balance of the Adjvistment Account should be equal, and 
opposite, to the net difference between all the other balaitees. 

In addition to proving the arithmetical accuracy of the postings, 
the Adjustment Account is also useful, inasmuch as it enables the total 
of the balances contained in a ledger to he quickly ascertained without 
the labour of c.xtracting all the individual balances. In other words, 
it readily shows the tol:il debtors and creditors on that particular 
ledger at any desired date. 

The .sy.stem described is u.sually adopted where a business has more 
thatt one Bales or Bought Ledger, In cases where the ledgers are 
numerems, the search for a “ difference in the hooks ” may well prove 
long and tedious. If the ledgers are “ self-balancing,” the error can 
be localised in the particular ledger which is at fault, and much time 
is thereby saved. 

The system is also frequently used in cases where the Private Ledger 
is xvritten u p per iodically by otie of the„partners, or the firm’s accoun- 
tants, and it is desiredto extracF a Trial Balance without disclosing 
the contents of the Private Ledger to the office staff. A figure 
can be supplied for incorporation in the general Trial Balance 
representing the net result of all the balances contained in the Private 
Ledger. 

The principle involved in these accounts is identical with that 
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employed in “ Total Debtors” 
or “ 'Total Creditors” Accounts, 
which are npeiatcd as fcjllows : — 
Asstiine a business with one 
Sales l.edger and one Bought 
Ledger. By means of analysis 
columns in the Cash Book, the 
total cash posted to the debit, 
or credit, of the individual 
persontd accounts in the Bought 
and Sales Ledgers can be con- 
veniently collated and posted 
in periodical iolah to the debit 
or credit of the ‘‘ Total Ac- 
counts.” Thus Cash received 
from customers would be posted 
hi detail to the credit of their 
personal accounts in the Sales 
Ledger, and, at the end of the J 
month, quarter, or other period, ^ 
the Sales Ledger column in the S 
Cash Book would be posted in ^ 
total to the “ Sales Ledger — ■ 
Total Account,” or “Total 
Debtors’ Account.” S 

Discount, Sales, Purchases, ^ 
Returns, etc., would be similarly A 
treated by the provision of p, 
analysis columns where neces- 
sary, Any items posted from 
the Journal, such as bad debts, 
contras, etc., would also be dealt 
with twice, viz. once in the Sales 
or Bought Ledger (Personal Ac- 
count), and once in the Private 
Ledger (Total Account). Thus 
the Total Debtors’ Account 
would contain, in total, all the 
items debited or credited in 
detail in the Sales Ledger, and, 
in extracting a Trial Balance, the 
figure on the Total Debtors’ 
Account would be included. 
The accuracy of the Sales 
Ledger balance would be proved 
by its agreement with the Total 
Debtors’ Account balance. 
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This nietlind involves what may he termed “ triple entry,” since 
cash received, IVir exaifij>le, is credited to the personal account of the 
debtor, debited in the Cash Book, and also credited in the Total 
Debtors’ Account. It may be that it was the desire to complete the 
donlile entry, even though it invoivcrl “ qutidrujde entry ” that led 
to the raising in the Stihsidiary Ledger of an Adjtislment Account 
similar to the Total Account in the Private Ledger, Init compensating 
the latter account in that it containeil tiie same item.s but on the opposite 
aides. 

Construction of Adjustment Accounts.— Adjustment Accounts 
are raised in the following manner : — 

I'ire Purchase and Sales Journals, and other subsidiary books, 
.and the Cash Books, are posted in detail to the Sales or Bought Ledgers 
in the usual way. Periodically (c.g. every six months) these subsidiary 
books are analysed so as to show the total debits and credits posted to 
each individual Sales or Bought Imdger. The various totals of the 
items debited to any Sales or Bought Ledger are then credited to 
the Adjustment Account contained in that ledger, and are debited to the 
Adjustment (or Control) Account in the General (or Private) Ledger. 
For example, the entries in the Sales Journal will be posted in detail 
to the pcrson.al accounts in the Sales Ledger, and the total will be 
credited to the Sales Account in the General Ledger. This tohil will 
then he journalised as follows : — 

.Sales I.x;dger Adjustment Account Dr. 

(the account in the General I.edger). 

To General Ledger Adjiistmcnt .'\cconnt 
(the account in the .Sales Ledger). 

For credit sales fur the period. 

The totals of all the sidisidiary books will be similarly treated, 
and it is e.ssential that all items must first pass through a book of original 
entry. But if all the subsidiary books, and the Cash Book, are provided 
with iinaly.sis columns, as they should l>e, the periodical analysis will 
not, of course, be necessary. 'I'ransfers between different Sales or 
Bought Ledgers must first be recorded in a Transfer Journal ruled 
as shown on p. g (assuming that three Sales Ledgers and two Bought 
Ledgers are employed). 

It is not considered necessary to show rulings of the other subsidiary 
books with analysis columns, since these take the ordinary form with 
analysis columns added for the several ledgers to which the detailed 
items are posted. 

Altemative Methods : — 

(«) The items in each book of original entry may he analysed. 
This involves some method of distinguishing the items posted to 
the various ledgers. If, say, there are three Sales Ledgers, they 
could be allotted code letters, e.g. A, B, and C. In posting to the 
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ledgers, the clerk would insert the code letter as well as the folio of 
the account to wliich the item was posted. Or, when checking the 
postings, different coloured inks could be used for the various 
ledgers, thus facilitating periodical analysis. 

(b) Separate books of original entry and Cash Books can be used 
for each ledger. This is a further extension of the analysis column, 
or tabular system. Thus, all cash received from customers in the 
A Sales Ledger would be entered in the A Sales Ledger 
Receipts Cash Book ; all sales to A Ledger customers in the A Sales 
Journal, etc. 

(c) Where posting is effected by machine, the total of one batch 
of postings made to oire set of Ledger cards, obtained from the strip, 
is printed on the control card. There are several variations of this 
method, which is, perhaps, the only practicable one where the 
personal ledgers are very numerous, e.g. loo or more, as there 
sometimes are 1 

Illustralimu — The following is an example of a Sales Ledger Adjustment 
Account as appearing in the General Ledger, and the General Ledger 
Adjustment Account as kept in the Sales Ledger. 


Dtt. Sales Ledger Adjustment Account, ck. 


19... 
Jail. I 

To Balance brought 


£ 

s. 

d. 

19... 
Jan. X 

By Balance brought 


£ 

s. 

d. 


iluwn 


6 ,zib 

10 

7 

down 


43 

6 

8 

Juno3» 

n Sali'S 


12,470 

3 


June30 

,, Cash 


11,760 

2 

I 

M 30 

,, Casih 


17 

2 

2 

», 30 

,, Discount 


21Z 

3 

0 

.. 30 

n Balance carried 




M 30 

,, Bills Receivable . . 


70 

0 

0 

dosvn 


50 

4 

6 

», 30 

,, Returns 


ig6 

0 

10 






>, 30 

,, Contras . . . . 


22 

0 

0 







30 

,, Bari Debts . . . . 


t 5 

2 

6 







M 30 

,, Balance carried 
down 


6,436 

5 

6 



£ 

i 8 , 75 <t 

0 

7 



£ 

18,754 

0 

7 

10... 






19... 






July I 

To Biihuico bi'ouglit 





July I 

By Balance brought 





down 


6,436 

5 

6 

down 


50 

4 

6 

Dr. 

General 

Ledger Adjustment Account. 


Cr. 

19... 



£ 

S. 

d 

19... 



& 

5 , 

d. 

Jan, I 

To Balance brought 





Jan. I 

By Balance brought 


6,216 



down 


43 

6 

8 


down . . . . 


10 

7 

Juno3o 

,, Cabh, 


11,760 

2 

I 

Juncso 

,, Sales 


12,470 

3 

4 

M 30 

,, Discount .. .. 


211 

3 

0 

i» 30 

,, Cash 


17 

2 

2 

30 

Bills Receivable. . 


70 

0 

0 

30 

,, Balance earned 





M 30 

,, Returns .. .. 


196 

0 

10 

down 


50 

4 

6 

„ 30 

,, Contras 


22 

0 

0 







>3 

M 30 

,, Bad Debts . . . . 

,, Balance carried 


IS 

2 

6 







down . . . . . , 


6,436 

5 

6 









r. 

18,734 

0 

7 



£ 

18,754 

0 

7 

ig... 
July X 

To lialancB brought 





J 9 .*. 
July 1 

By Balance brought 


6,436 



down .. .. 


SO 

4 

6 


down . . . . 

— 

5 

6 
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EXAMINATION QUES'EK )N;S. 

1. From the fi)ll()wiii(> particulars prepare the BnuRht lAHUcr Adjustment 
Account as at Miiieli 31, nj.,, as it should appear in tlie Oener.d l.edjtei, 
and brim? down the balance : — 

March ist. Total Creditors’ Ilalancc, £h,a()i tos. (id, March 3JSt. I’ui- 
chases, £17,7(17 i.pi. .(.d. ; Discounts Receiveti, tos. 7d. ; 'rtanstei 

to Ciedit of Sales Ledper Account, £7(1 ja. <)d. ; Hills Pavahle, £400 ; 
Returns, Outwaids, £ia los. 4d. ; Cash Paid, £15,534 tts. ad. (Iiicorpoi tiled 
Sccretimc^.) 

2. From the following particular.s prcpaie the Sales Ledgei Adiustmeiit 
Account a.s it will appear in the fJencral Ledgei for the month ended 
May 31, 19. . 

May i.st, Balance.s, £5,000; Sales, £38,000; Returns Inwards, £150; 
Ciish Received, £36,8,50 ; Hills Receivable, £2,000 ; Had Debts, £('0 ; Allow- 
ances made to Customet.s, £10 ; Bills Receivable, di.shonouied, £140 ; Contra 
AccotintH in Bought Ledger translerrcd, £370. [Instuutc iif Bm/k-kivpi’rs.) 

3. A limited compatiy has in operation ii ,sy.steiii of .sectional balancitig in 
regard to its Sales Ledgers, five in number, a.s a whole. 

You me requested to advise as to any changes necess.uy or desirable in 
the accounting .system which will, by anaiy.si.s ol' the transactions, enable each 
of these leilgers to be separately balanced, (live your advice accordingly, 
{Chartcri'd Accountants,) 

4. From the following particulars prepare the General Ledger Adjustment 
Account in the Sales Ledger, as at September 30, ty. ., and bring dovMi the 
balance : — 

Sales, £17 000 ; Bills Receivable, £60 ; Returns, £195 ; Had Debts, £75 ; 
Dishonoured Bill, £860 ; Cash Received, £t 3,020 ; Discount.s, £40 ; Trniisfeis 
from Bought Ledger Contra Accounts, £1,970; Opening Debtors, £1,140. 
{Incorporated Secretaries . ) 

5. From the following particuluts wiite up the Bought Ledger ol (1. Ros.ser, 
and agtee the list of balances a.s on July 31, ty,-, by preparing a Bought 
Ledger Adju.slnient Aecount : — 

Credit Balances, July i, 19.. ; J. Smithson, £84 lys. ad. ; A, Robinson, 
£193 fis. 8d, ; D. Dickinson, £14 iis. yd. ; T. Johnson, £72. Debit Balaiiee, 
July 1, 1917 : O. Williamson, £15 los. 

19... July and: I’uichiised goods from A. Robin.son, £124 ss. yd. 
July 3rd : Purchased goods from T. Johnson, £37 .ps. 6d. ; Received c.i.sh 
from G. Williamson for returns, £15 10s. July .5lh ; Paiti J. .Smuh.son, 
£'8a 14s. ycl. ; Discount allowed by him, £z as. sd, ; Goods relumed to 
T, Johnson, £27 its. July fith ' Puichascd goods from D. Dickinson, £185. 
July yth ; Accepted D. Dickinson’s drall at tlnee montlis, /.‘tso ; Paid him, 
£49 Its. 7d. July i2th : Paid A. Robinson on account, £y6 ; Discount 
allowed by him, £4 ; Paid 'P, Johnson, £101 13s. 6d. July ifnh : Purchased 
goods from T. Johnson, £88 (is. sd.; Purchased goods from D. Dickinson, 
£217 4s. iid. July 25th : Paid D. Dickinson on account, £57 4s. iid. 
July 3rst : Purchased goods from A. Robinson, £43 8s, 2d. ; Returned 
goods to D. Dickinson, £13 13s. 8d. {Chartered Accountants!) 

6. From the following particulars prepare the Sold Ledger Adjustment 
Account in the General Ledger for the month ended July 31, 19. . : — 

Sold Ledgek. — J uly i, 19.., Debit Balances, £3,000; Sales, £32,000; 
Returns Inwards, £120 ; Cash Received, £26,930 ; Bills Receivable, £2,000 ; 
Bad Debts, £180 Bills Receivable dishonoured, £150 ; Discount allowed 
to Customers, £60 ; Contra Accounts in Bought Ledger traii.sferruii, £400. 
(Institute of Book'keepers.) 
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TRADING, MANUFACTURING, AND PROFIT AND LOSS 

ACCOUNTS 

I. Trading and Manufacturing Accounts. 

As tlie student is aware, when an agreed Trial Balance has been 
extracted from a set of books at the close of a financial period, the next 
step is to ascertain the trading results achieved. Occasionally, this is 
done by preparing a single Profit and Loss Account, but more frequently 
by dividing the account into two or more sections in order to show : 
(a) the gross profit or earnings, and (b) the real or net profit for the 
period. 

Frequently, a third section is added which shows how the net 
profit for the period has been appropriated. It is essential in a manu- 
facturing business, if an efficient check upon the manufacturing 
process is to be maintained, to show the gross profit earned by 
manufacture. 

Construction. — Answers to examination questions calling for 
the preparation of a set of accounts from the ledger balances and 
information given always reveal differing figures of gross profit ; and 
it must be admitted that in the commercial world also scant unifor- 
mity is observable in the apportionment of the various charges as 
between gross and net profit. In the absence of definite instructions, 
and in view of the debateable points in this connection, the student 
will he wise to confine his Trading or Manufacturing Account to those 
items which directly affect the prime cost of purchasing or producing 
the articles sold, and to deal with all selling, distribution, and overhead 
eliarges in the Profit and Loss Account. 

By Prime Cost in this connection is meant : — 

(a) In a non-manufacturing concern, the balance of an account 
wherein, on the debit side, appears (a) Initial stock ; (b) Net pur- 
chases, i.e. less returns ; (c) Warehouse wages and expenses ; (d) 
Carriage inwards ; and, on the credit side, (e) Sales (net) and 
(/) Final Stock. Items which do not vary directly with the sales 
should be excluded. An account prepared on these lines will show 
the ratio which the gross earnings bear to sales. 

(/;) In a manufacturing concern, the account should include, 
on the debit side, (a) Initial stock and work in progress ; (b) Raw 
materials purchased (net) ; (a) Factory wages and expenses and 

13 
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factory manager’s salary ; (d) Carriage inwards ; (e) I'actory 

power, lighting, heating, rent, and rates ; atui, on tlie credit side. 
(/) Sales (net) ; ( jf) l<'inal stock and work in progress. 

Where the itiforination given in an examination question indicates 
that other charges are divi.sihle between maniifacuire and dislribn- 
tion, snitahle apportionments must, of course, he made, as explained 
on p. 27. 

Basis Must be Consistent.— The most important information 
furnished by a series of Trading or Manufacturing Accounts is the 
ratio of gross profit helween period and period. It i.s, therefore, essential 
that the account should he constructed upon a consistent plan, other- 
wise comparisons will be valueless. In the ab.sence of exceptional 
circumstances, iJie ratio of gross profit should not vary, except within 
narrow limits. If wide tliictuatiofts in the ratio of gross profit to turn- 
over .should occur, immediate investigation should follow, since such 
fluctuations may arise from defalcation, pilfering, faulty buying, or 
inaccurate stock valuations. 

Non-Manufacturing Concerns. — Where all goods are purchased 
ready for sale, and no mamifacturing is done, the construction of the 
Trading Account usually follows the simple lines indicated above, 
and illustrated in the solution on p. 17. This form of account, if 
consistently adhered to, will, in most cases, enable the necessary com- 
parisons to be made, more particularly the ratio between gross profit 
and .sales. It is true that the Trial Balance will probably contain items 
that do not enter into the cost of the goods, e.g. depreciation. Such 
charges do not, however, move in sympathy with the turnover, and, 
unless lie is iu.structed to the contrary, the examination candidate will 
be wise to confine them to the Profit and Loss Account. 

Manufacturing Concerns.— In a manufacturing business, the 
Working or Manufacturing Account usually contains much more 
detail than the Trading Account dealt with above. The actual cost 
of the goods sold by a merchant is fixed by his invoices, but the manu- 
facturer can ascertain the cost of his goods only by careful accounting. 

(a) In the majority of cases, manufacturers prepare a combined 
Manufacturing and Trading Account, This deals with the costs 
of manufacture and the resulting sales. But accounts in this form 
fail to show the actual manufacturing profit, 

(b) In other cases, a Manufacturing Account is prepared which 
is strictly confined to ascertaining the actual cost of the goods made, 
without reference to the current market price of similar goods. 
Then the account shows neither profit nor loss, and the balance, 
representing cost, is transferred to a Trading Account which 
includes sales and the relative distribution costs. The balance of 
this account is then carried to a Profit and Loss Account, in which 
the net profit for the period is determined. 
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(<•) In yet other cases, the Manufacturing Account is charged 
with all costs of production on the usual lines, and is credited, at 
current market values, with the goods produced. The resulting 
balance shows the manufacturer’s factory profit or loss on the basis 
of current market prices. The goods made are debited to the Sales 
Department at the current market price just as though they had been 
purchased from outside sources. The results shown by both the 
manufacturing and sales departments are finally transferred to the 
Profit and Loss Account. 

Blankshire Blast Furnaces, Limited. 


M.iVNUFACTURING ACCOUNT FOR THE YEAR ENDED 
Hk. DECEMBER 31, iq... Ca, 


C s. d. 

£ 

s. 

d 

£ s. d. 

£ 

S. 

d. 

To Materials consumed * : — 








Coal (mciudiug 




Slag (net) .. 4,604 X 2 




carnage) . . 6,420 xo 2 




Sand .. .. 141 II 10 




Coke (inclmling 





4,745 

13 

0 

carnage) , . i?,924 r i 




„ Wagon Hiie (sublet) 

331 

0 

10 

Limestone .. i,b2Z 0 4 




„ Pig Iron produced, transferred 




Ironstone . . 6,35a 8 9 




to Trading Account (cost 




SundiyMatcnais 281 4 6 




per ton, 37s. 5id,) .. .. 

34,457 

7 

7 


32,590 

4 

10 





ManufactiinuR Wages . . 

5,762 

12 

0 





„ Salary, Works Manager . . . . 

1,000 

0 

0 





„ Land Dain.iges auJ Compenso- 








tion . . 

162 

4 

1 





c 

39,534 

I 

5 

£ 

39,524 

1 

5 


TRADING ACCOUNT FOR THE YEAR ENDED 
Dr* DECEMBER 3i» iQ--. Ch. 



£ 

S. 

d. 

£ s- d. 

£ 

s. 

d. 

To Stork of Pig Iron at this date 




By Sale of Pig Iron 50,831 14 6 




(cost per ton, 35s. ejd.) 

8,122 

10 

0 

Less Short Weight 




„ Cost of rig Iron produced as per 




claims . . . . 841 10 2 




Manufacturing Arcount 

34*457 

7 

7 


50,010 

4 

4 

„ Sundry Tiadc Clursoh and Sale 




„ Pig Iron consumed m Foundry 

02 

10 

0 

Expenses 

6,220 

El 

6 

„ Stock of Pig Iron 

10,981 

15 

8 

,, Balance cjuried to Profit and 








I.x)ss Account 

12,284 

3 

II 





£ 

61,084 

10 

0 

£ 

61,084 

10 

0 


• The practice in accounts of this kind is to debit and credit the initial and final stocks of coal, 
limestone, and other raw materials, in the Nominal Ledger Accounts, transferring the balances only 
of such accounts to the Manufacturing Account as lepresenting the net cost of each item. 


The divisions and appropriations in accounts of this description 
are frequently not very scientifically made. But if they suit the 
manufacturer’s requirements, and the accounts are consistently 
prepared period by period, they will furnish material for the necessary 
comparisons. An example of a set of accounts prepared on lines set 
out in (b) is shown above, and a set prepared on lines set out in (c) 
above, on p. 16. 
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In a business where an eUkient costing system is installed, the 
costing records govern the construction and division of tin; dilleient 
sections of the Manufacturing, 'J'rading, and Profit and Loss Accounts, 


MANUFACTURINti ACfOCNT Ff)R TIIK YKAH KNDED 
I 3 ECKMBKR .ii. ii)... , 



C 

•1. 

d 


iC 


• 1. 

i 0 SliH U at i oniiurnf Amciit : - 




Tly hlofli At I ln'it* 




i<Aw M.itrniili* 

.',100 

0 

tl 

U.m MdiPri.iK 

3.100 

0 

t) 

Partly MamifariuiatJ tirMnfs 

3, (it til 

0 

(1 

Partly Mamifat tnred GnoiK 

4 , 7 oi* 

0 

u 


• 5.700 

0 

{■ 


7,Hoo 

,, 

0 

,, Pujrh.uT*b of U«iw M.iiciiul 




,, Amount U.nisfi ril'd to iiadiiif; 




Kolums) .. .. .. 


u 

(• 

At rtiiiiit, bcMiiK iratlf prii c of 




,, W.meb 


0 

(1 

iKIPhi (1 ROodh •• • • 

Oii,S;i 

0 

0 

,, Pantnry Pfjvvpr 

2,240 

0 

0 





„ Camat»e Inwaidi on Haw 








Malon.ils 

5 fi 7 

0 

(> 





,, Pactory Lxi>cnsp3 . . . . . . 

7,270 

0 

0 







0 

{> 





„ H.ilain'c cArrlpO to Profit anti 








LtisS Account, Ihhuk ynAh 








profit on niauufacUiriug 

12,113 

0 

t« 





L 

7 (,Wi 

0 

0 

f. 

rid' 7 i 

0 

0 


I'RADING ACCOUNT FOR TlilC YEAR ENDED 
DECEMBER 31. 


To Storll nf fini^hcrl fc’«iM)<} at toiii- 

L 


tl 

Jly Sail'S (less Kfimns) 

motn(‘mrfit 

,, Mnmifai turiJiK Account (tratlr 

to, 210 

0 

0 

„ Moi-K of tinishi'd Momls at rlio 

piU’t* of Hoods manuf.uTuusl) 

,, PuK*]iast«i of Pinishf'd (mkhIs 

htt.H?! 

0 

t> 


{Ins Rptunih) 

,, PArktiiK and Dihtiilmtion Hv 

53 fl 

0 

(1 

y 

pi?tlS(*S 

q,2<l/ 

0 

0 


„ Halanup ranicd to Profit and 
Ho'is Arrmint, hpliiK Ciross 

«0,KHn 

0 

0 


Profit on Salt!3 .. .. 

12,702 

0 



f. 

99.5a.: 

0 

i) 



f. ■’. 'I. 

o o 
n»tity 0 0 




PROFIT AND LOSS ACCOUNT I’OR THE YliAR ENDED 
DECEMBER 31, 19... r 


i 

S. 

tl. 


£ 

s. 

d. 




Bv Gross Profit uii Manufacturing' 

12,113 

0 

0 




f, Gross Profit on Sales 

12,702 

0 

0 


■/ 


£ 

S 4 ,S :5 

0 

0 


tlius enabling approximate reconciliation to be made between tlie 
costing and tlic financial records. It will be clear tliat in this case 
many charges normally dealt with in the Profit and Loss Account 



PERCENTAGE TRADING ACCOUNT FOR THE YEAR ENDED DECEMBER 31. IQ- 



Tbe perceatages showo against this item represent net materials consumed. 



i8 HIGHER BOOK-KEEPING AND ACCOUNTS 

section will he transferred to the Manufactutinj' or 'I'rading Account 
sections, otherwise the costiiif' and financial records w ill not luirinonise. 
Accounts thus prepared will show, as near as may be, the actual 
manufacturing cost of the articles produced. A.s a general lailc, tlie 
cost so ascertained is brought forward as a debit to the 'frading 
Account section, as representing the cost of the goods handed to the 
trading department for sale. If it is desired to aseettain the actual 
inanul.icturing prolit seetircd, the gootis handed f)ver, and any storks 
remaining wholly or partially flnislied, must he valueil at the current 
market prices ruling for manufactured goods of similar kind. 'Phis 
procedure will produce a figure representing manufacturing profit 
apart from trading profit. A corrc.sponding debit must, of course, be 
made in the Trading Account section. 

Percentage and Comparative Trading Accounts. — It is cus- 
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tomury and useful in some businesses to prepare Trading or Manu- 
facturing Accounts with one or more atlditional column.s to accommo- 
date percentage figures showing the proportion which the e.xpense 
figures bear to the turnover for the year, or a series of past years. 
These percentages are frequently very informative, and are more 
expressive than variations shown in sterling values. An increase 
of turnover is naturally accompanied by increases in such expenses as 
move in sympathy with it, and they should be in a fixed ratio to the 
turnover. But fixed charges should not as a rule increase. Increases 
in gross profit percentages are, of course, satisfactory if they arise from 
cheapened raw material, reduced expenses, or better selling prices, 
but care must be taken that they do not arise from inflated stock valua- 
tion. Such accounts are illustrated on p. 17. 

The student will realise that no stereotyped forms can he laid down 
for Trading and Manufacturing Accounts. Great divergency exists 
even in the same industry (with the possible exception of the brewing 
industry), and the preferences and requirements of the individual 











TRADING AND MANUFACTURING ACCOUNTS xq 

innnufacttirer ficquently determine the precise form that these accounts 
shall take. So few companies publish these accounts that the student 
has little opportunity of inspecting an assortment of “ live ” accounts 
of the kind, but a series will be found in the author’s Accomiting, 
at pp. 24--32, to which the student who desires to pursue the subject 
further is referred. 

Parliamentary Companies. — Companies governed by Statute 
must perforce employ the, statutory forms of Working or Trading 
Accounts prescribed for the purpose. Examples of such accounts 
will be found in Chapter XIII dealing with the double-account 
.system. 

Departmental Trading Accounts. — Where a business deals in 
several classes of goods, handled by separate departments, it is customary 
to prepare the Trading Account on departmental lines as shown below. 
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In the preparation of a Departmental Trading Account, as here 
illustrated, some figures will result from Nominal Ledger Accounts 
opened for each department, to which direct postings can be made 
of purchases, expenses, and sales, obtained by analysis where separate 
Day Books are not kept for each department. In other cases the 
items debited will result from the apportionment of various charges, 
such as rent, rates, heating, etc., upon some equitable basis. These 
matters are more fully dealt with in Chapter XIV. 

When preparing trading accounts, certain matters may arise which 
require special treatment. Amongst these, the following may be 
mentioned : — 

Goods on Approval. — If the “ Sale or Return ” transactions are 
mimerous, a special Sales Journal should be kept to record them. A 
convenient ruling will be found on p. 20. 

No items are posted to the Ledgers until an actual sale takes place. 
•The amounts finally extended into the Sales column are posted in 
detail to the personal accounts of the purchasers, and, in monthly or 
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To Balance brought down at is. each 



PACKAGE TRADING ACCOUNT 


TRADING AND MAlS 



300 at 6d, 


js assumed that packages cost is. each, are invoiced to customers at 2s 6d. each, and, if returned within 7 days, are credited at is. 6d each. 
Quantity wlumns in the Sales Day Book, Sales Returns Book, and Sales Ledger enable the total accounts to be laiscd. 
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other totals, to the Sales Account. At stock-taking jicriods, I he balance 
of goods still out on approval should be taken into slock at cost, or 
market price. 

If, as is the case in some businesses, goods on appro, arc treated 
as ordinary sales until returned, the amount of such outstanding 
“ appro.” sales must be deducted from the total sales for the period, 
and from the total “ Sundry Debtors,” and added to the stock valuation 
as explained above. In some cases traders handle goods received 
” on appro.” from wholesalers. Care is needed to ensure that such 
goods are not taken into stock, and the best method of preventing this 
is to segregate all “ appro.” goods before stock is taken. Special 
records of the receipt and sale of “ appro.” goods must be kept, 
especially as in some cases the trader is under obligation to purchase 
the goods, if kept beyond a certain time limit. When such goods are 
sold, an invoice sliould be obtained and passed through the Purchases 
Book in the ordinary way. 

Goods on Consignment. — These transactions should be treated 
in a similar way to goods sent out on approval, and he taken into stock 
at cost or market price, care being exercised to ensure that they have 
not been included with ordinary sales. In the reverse direction, care 
must be taken that goods received on approval, or on consignment, 
are not taken into stock until the actual properly in them has been 
acquired. Goods out on consignment are preferably stated separately 
in both Trading Account and Balance Sheet. 

Forward Invoices. — Where it is the practice to invoice goods 
forward, care must be taken to ensure that goods have not been taken 
into stock when the relative invoices have not been entered in tlie 
Purchases Journal. The correct treatment is to include such transac- 
tions in both Purchases and Stock as the property in them has passed. 

Packing Materials. — Where packages are numerous and costly, 
it is a common practice to keep record of them in special columns 
added to the Sales, and Returns Inwards Journals, and the Hales 
Ledger, a corresponding “ Packing Materials Account ” being opened 
in the Nominal Ledger. In this way, each customer is debited (from 
the Sales Journal) with packing materials when goods are despatched 
to him, and credited (through the Returns Inwards Book) w'hen he 
returns the empties. The total of the packing materials column in the 
Sales Journal is posted to the credit of “ Pacing Materials Account,” 
and the total of the Returns Inwards column is debited to the same 
account. Thus efficient check is kept upon an important item, which, 
if loosely dealt with, will lead to inaccurate accounting. Sometimes 
all records relating to packages are recorded on cards, and do not 
appear in customers’ accounts of goods sold. 

Where the original cost of jjacking materials is heavy, it is preferable 
to deal with the item in the Trading Account, If no charge is made for 
packing, the item should appear as a distribution cost in the Profit 
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and Loss Account. Where crates, barrels, cases, etc., are charged to 
customers at a figure above cost, and an allowance less than the 
amount charged is made on return, it is advisable to open a Package 
Trading Account and credit it with all packages charged out, debiting 
it with all returns. The cost of packages purchased is debited to a 
Package Stock Account, which is credited with the cost of packages 
retained by customers and paid for, a corresponding debit being 
made to Package Trading Account ; the latter account, after carrying 
down as a credit balance the contingent liability represented by return- 
able packages, shows the profit on hire and sale of packages. The 
packages in stock should be depreciated either by crediting a Depre- 
ciation Account, or by valuing the stock at a figure lower than cost. 
See illustration on p. 21. 

Carriage. — Sometimes the carriage incurred in conveying to the 
works new machinery and plant, or similar assets, is charged to the 
asset account. In certain circumstances this is permissible, provided 
the item is written off with reasonable promptitude. When an exami- 
nation trial balance contains the items “ Carriage Inwards ” and 
“ Carriage Outwards,” it is an indication that the former item is to be 
charged to the Trading Account and the latter to Profit and Loss 
Account. 

Wages and Salaries. — It frequently happens that the close of a 
financial year does not synchronise with the end of a week. It is then 
necessary, particularly in a manufacturing business, to ascertain and 
pass through the books the wages and salaries accrued due from last 
pay day to the date of closing the books. This information can be 
obtained from the wages books or pay rolls. The same remarks apply 
to commission due to travellers and others. 

Stock-in-Trade. — Inaccurate stock valuations will affect the 
accuracy of the trading results shown by the accounts. The stock 
sheets should be prepared under the supervision of responsible officials, 
who should fix the valuation prices of the goods. All calculations and 
quantities should be cross-checked by two or more persons. Stock 
stored in bulk in stacks or otherwise, such as coal, coke, mineral 
ores and the like, is generally valued by measurement. The calculations 
should be checked by competent persons. Record should be kept of 
all goods added to, or withdrawn from, bulk, and this, if accurate, will 
afford a check upon the stock-taking valuation. Care must be taken 
that no goods are taken into stock, the invoices for which have not 
been passed through the books, or which have been sold and charged 
up, but not delivered. On the other hand, it is necessary to include in 
the stock all goods which have been included as purchases and have not 
yet been sold, particularly where the goods are in outside warehouses 
or wharves, or in transit, at the date of stock-taking. 

The basis of stock valuation must be consistent from year to year, 
otherwise comparisons of trading results will be useless, since the 
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profits of one period may be inflated at the expense of the succeeding 
period. Values should be based (a) upon cost price, less allowances 
for damaged, unpopular, or obsolete stock ; or (h) upon market prices, 
if these appear to have fallen permanently below cost price. If market 
price is higher than cost, it is clearly dangerous to base the valuation 
on market price, unless one is assured that the superior market price 
will be maintained. Raw materials are frequently valued upon the 
average cost during the year. 

The only legitimate departure that can be made from the cost 
basis of valuation occurs in some few trades, e.g. the wine and spirit 
and timber trades, where stocks held for future sale increase in value 
as they mature in quality. Most wines improve with age, and a 
conservative addition, representing a percentage on cost, may, therefore, 
be added to the original cost from period to period, provided that the 
valuation never exceeds the price at which wine of the same vintage 
and age can be purchased in the market. 

In manufacturing businesses, where a proper costing system is 
employed, the Stores Books, Bin or Locker Cards, and similar records 
are of the greatest assistance for stock-taking purposes, as is explained 
in Chapter XV. In non-manufacturing businesses, proper stock 
books should be employed, suitable for the particular needs of the 
business. An example of a Factor’s Stock Rook is shown on p. 21, 
recording the receipt and issue of goods. This record affords a check 
upon stock, and greatly facilitates stock-taking, besides affording useful 
information as to the popularity or otherwise of any particular line 
which has been purchased. Separate Stock Books are frequently 
kept for each department or class of goods dealt in. 

Work in Progress. — Manufacturing, or contracting businesses 
will usually have at the close of the year a certain amount of work in 
hand, which will not be completed till the next financial year. The 
valuation of “ work in progress ” requires the utmost care. In some 
cases the value of the work taken credit for in the Trading Account 
should not exceed its actual cost, i.e. the cost of the raw materials 
used, wages expended thereon, and proportion of Oncost, up to the 
close of the financial period. In other cases, where, for example, the 
work is within sight of completion, and the final cost can be exactly 
estimated, a measure of profit may be added to the valuation, if possible 
contingencies are also taken into account. The accountant is neces- 
sarily largely dependent upon the technical experts for the data 
required to compute the cost of completing unfinished work. 

Some examination candidates appear to experience difficulty when 
they find included in a Trial Balance a debit balance for work in 
progress, and a further valuation under the same heading at the close 
of the period. The balance foming part of the Trial Balance should 
be debited to the Manufacturing Account immediately after the initial 
‘‘ Stock in hand,” and the valuation at the close of the year, appearing 
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in the “ instructions,” should be credited to the same account imme- 
diately after the final “ Stock in hand ” and shown in the Balance 
Sheet. 

Goods in Transit. — Goods purchased and in course of transit 
must be taken into stock at cost, if the invoices relating to them have 
been passed through the books, as they should be if the property in 
the goods has passed. 

Trade Discount. — All trade discounts must be deducted from sales 
and sundry debtors. These discounts, in some trades, are very heavy, 
and omission to deduct them would result in a fictitious gross profit 
being shown. 


II. Profit and Loss Accounts. 

We have seen that the object of Trading and Manufacturing 
Accounts is to ascertain the gross profit earned upon the turnover. 
The balance of gross profit arrived at is then carried to the Profit and 
Loss Account, which, in theory at any rate, is usually confined to the 
management and distribution expenses and charges incurred in earning 
the net profit. But it must be admitted that both in commercial prac- 
tice and in examination work, uniformity in this respect is conspicuous 
by its absence. Manufacturers, even in the same trade, are a law un 0 
themselves in the allocation of the various items as between the Trading 
and the Profit and Loss Account. 

It can nevertheless be asserted that the common aim of all Profit 
and Loss Accounts, however drafted, is to ascertain the net profit for 
the period. The following definition by an examination candidate is 
worthy of quotation. “ Net profit is the amount available for distribu- 
tion to the proprietor, partners, or shareholders of a business, after 
all charges that have been incurred in the earning of the revenue for 
the period under review have been taken into account, and the shrinkage 
in the value of the assets held by the business has been allowed for.” 

Limited companies rarely publish Trading or Manufacturing 
Accounts, and there is a growing tendency to publish Profit and Loss 
Accounts as greatly abbreviated as ingenuity can devise and the law 
permit. The result is that many items which, in theory, should appear 
in the Profit and Loss Account are charged in the Trading Account , and 
are thus hidden from observation. It should be remembered that, 
unless the form of the Profit and Loss Account is prescribed by 
Statute, the manner of its presentation is entirely at the discretion of 
the directors, and the auditor cannot impose his views unless, of course, 
the account it is proposed to publish is inaccurate or misleading. 

The Companies Act, 1929, makes it compulsory for every company 
within the meaning of that Act to lay before a general meeting, at least 
once in every calendar year, a Profit and Loss Account (or Income and 
Expenditure Account, if more appropriate). This account must, unless 
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the Balance Sheet contains the information, disclose the total 
directors’ fees, the rate at which interest has been paid out of capital 
on shares issued under S. 54 of the Act of 1929 (see p. 417), and the 
amount of the relevant share capital. 

I’he particular form in which the items composing a Profit and Loss 
Account should be stated must of necessity vary with different busi- 
nesses. It is suggested, however, particularly for costing purposes, 
that the following grouping is desirable : — 

(a) Saks Expenses. — Salaries of Sales Staff, and Travellers ; 
Commission ; Advertising ; Window Publicity ; Warehouse and 
Store Rent, Rates and Expenses, and the general expenses of selling 
the goods dealt in. 

(b) Disii ibuiion Expenses. — Carriage Outwards ; Cartage ; 
Freight ; Expense of Motor Lorries or Vans ; Wages of Drivers, 
Packers, Porters, and the general expenses of distribution. 

(c) Administration Expenses. — Directors’ Fees ; Managers’ and 
Clerks’ Salaries ; Office Rent ; Rates and Expenses ; and the general 
expenses of management and supervision. 

To summarise on broad lines : — 


(i) Business of Factor, Merchant, or 
Distributor. 

(а) Tradinff Account. — Debit the 
account with the initial stock, pur- 
chases, and the cost of getting goods 
into the warehouse or store. Credit 
the account with Sales and the final 
stock. The balance repre.sents gross 
profit. 

(б) Profit and Loss Account. — Credit 
the balance of gross profit from 
Trading Account, discount (if a 
credit balance), and similar items. 
Debit all sales expenses, carriage of 
goods outward, distribution expenses, 
and administration expenses. The 
balance represents net profit. 


( 2 ) Manufacturing Business. 

(а) Manufacturing Account. — Debit 
the account with the initial stock, 
purchases of materials, productive 
wages, rent, rates, and e.xpenses of 
factory, carri.ige trf good.s inward, 
and every expense incurred in the 
production of the articles manu- 
factured. Lrcdit sales ai\d final 
stock. The balance represents gross 
profit, 

(б) Profit and Loss Acrouiii.-~-Aa 

in (i) (h). 


Some difference of opinion exists as to the proper treatment of 
discount on Sales and Purchases. It is submitted that all trade dis- 
counts should be dealt with in the Trading Account, and cash discounts 
in the Profit and Loss Account. The student will be aware that it is 
usual to deduct trade discounts when invoicing goods, so that only net 
amounts appear in the Sales Journal — in most cases, therefore, no 
actual entries regarding trade discounts appear in the books. Similar 
diversity of opinion also exists in the treatment of carriage, and the 
examination candidate will be well advised to treat all carriage inwards 
in the Trading Account, and carnage outwards, as part of the cost of 
distribution, in the Profit and Loss Account. 
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Errors in Examination Work. — ^The examination candidate has 
been advised to confine the Trading Account to the prime cost of 
the articles dealt in. The items remaining in the Trial Balance, 
chargeable against revenue or to be added thereto, after the items 
appertaining to the Trading Account have been dealt with, must 
perforce appear in. the Profit and Loss section. These items will 
consist mainly of distribution and management costs, items of revenue 
also appearing occasionally. Before the account can be closed, certain 
adjustments, e.g. provisions for wastage, etc., will be necessary, but 
these are contained in supplementary “ instructions,” and do not 
figure in the Trial Balance. Analysis of a few typical examination 
Trial Balances will disclose that the revenue items remaining after the 
preparation of the Trading Account consist chiefly of such items as : 
Rent, Rates, Taxes, Interest, Bad Debts, Office Expenses and Salaries, 
Directors’ Fees, Carriage Outwards, Transfer Fees, Royalties, Legal 
Expenses, Travellers’ Salaries and Comnaission, Preliminary Expenses, 
Discount, Insurance, Bank Charges, Advertising, Postages, Stationery, 
Apprentices’ Premiums, Trade Expenses, etc. 

In the absence of specific instructions to the contrary, the items 
set out above should be dealt with in the Profit and Loss Account 
section. Careful attention must, however, be paid to any indication 
as to the proper treatment, which may not actually be expressed in so 
many words. For instance ; — 

(a) If the question deals with the accounts of an engineer, and 
“ apprentices’ premiums ” appear in the Trial Balance, the item 
should be apportioned over the period of the indentures (if mentioned 
in the question), and the portion applicable to the period covered by 
the accounts should be credited in the Manufacturing Account, 
since the apprentices are taught in the factory, and the factory should 
have credit for the fees earned. 

{b) Again, items may appear as follows : Rent and Rates (Factory, 
£1,692; Office, ,£450), Insurance (Warehouse, £345; 

Office, £80), £475. Stated in this way there is clear indication 
that the Factory (or Warehouse) and the Office are to be charged 
with the expense in the proportions given within the brackets. 
Candidates frequently ignore these indications and lose marks in 
consequence. 

Almost without exception, an examination Trial Balance is accom- 
panied by instructions directing various adjustments to be made before 
closing the Profit and Loss Account. Experience shows that more 
candidates come to grief through incorrectly treating these adjustments, 
or failing to deal with them completely, than from any other cause. 
It may be well, therefore, to select a few typical adjustments from 
actual examination questions and show where the candidates went 
wrong in dealing with them. 
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Illustnitiun (a). — '‘'I’hc following valuations weie matle as on Decem- 
ber 31, 19..: Slock, £6,892; Motor Loriies, £2, 89(1 ; Loose 'J'ools 
£1,700. . . . Depreciation is to be provided a.s follows : Plant and 
Machinery, 10 % ; Oflice Furniture, 5 %.” 

In the Trial Balance, Motor Lorries stood at £3,420, and Loose Tools 
at £1,998. 

Some candidates dealt correctly with the provision for depreciation on 
Plant and Machinery, and Oflice Furniture, but entirely overlooked the 
plain indication that Motor Lorries had also been depreciated (by valuation) 
by £524, and Loose Tools by £298. This oversight resulted in an over- 
statement of the net piofit by £822. This is a common error. 

Illustration (6). — “The Debenture Interest accrued due as on Decem- 
ber 31st had not been provided for.” I'he candidate was infoimed that 
the company had issued £20,000 5 % Debentures on January ist, and, in 
the Trial Balance, £500 appeared as a debit to Debenture Interest Account. 
This was an indication that the only interest outstanding was that accrued 
due for the half-year to December 31st. Many candidates, ignoring the 
indication, charged the accounts with a full year’s interest in addition to 
the debit mentioned above, i.e. with £1,500. Caieless oversight of such a 
point as this is a common experience. 

Illustration (c). — “Manufacturing Wages (£962) were spent in making 
new patterns for use in the Company’s factory.” “ Patterns Account, 
£500,” appeared in the Trial Balance. A number of candidates deducted 
£962 from the wages in the Manufacturing Account but failed to add a 
like sum to the asset account (Patterns), and therefore, of course, failed 
to “ balance.” This is typical of adjustments incompletely effected by 
candidates through dealing with one aspect only of the adjustment. Out- 
standing wages, salaries, directors’ fees, and the hive also provide fruitful 
examples of these one-sided adjustments, omission being made to schedule 
them as creditors in the Balance Sheet. 

Illustration (ti). — In the reverse direction, the treatment of revenue 
expenditure the benefit of which extends beyond the period covered by 
the accounts is equally productive of error in examination work. For 
example : “ Insurance (Factory, £102 ; Office, £15), £117, is to be curried 
forward to next year.” Some candidates made the necessary deductions 
from the Insurance items in the Manufacturing iind Profit and Loss 
Accounts, but omitted to schedule the £117 a.s a temporary asset in the 
Balance Sheet as “ Expenses Paid in Advance,” and thus failed to 
“ balance.” 

These errors would be obviated if candidates would remember that 
all adjustments, outside the Trial Balance, affect both the Balance rtheet 
and either the Manufacturing, Trading, or Profit and Loss Account. It is, 
therefore, necessary to complete the double entry by dealing with each 
adjustment twice. 

Revenue Expenditure. 

Revenue expenditure may be defined broadly as expenditure that 
does not increase the value of the fixed assets by the use of which the 
income of an undertaking is earned. Such expenditure consists of 
the cost of maintaining the fixed assets in efficient working order, 
the cost of manufacturing and distributing the goods dealt in, and the 
management expenses of the business. It is sometimes difficult to 
differentiate between Capital Expenditure and Revenue Expenditure. 
Capital Expenditure may be deemed to consist of the cost of any addi- 
tions or alterations to capital assets that increase the earning power 
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of the business ; Revenue Expenditure consists of the cost of recon- 
structing or rehabilitating fixed assets— ordinary replacements, 
renewals, and repairs of such assets. We will consider here typical 
items of revenue expenditure, which commonly find a place in 
Examination Trial Balances : — 

Wages.~As already stated, the close of a financial year is not always 
coincident with the end of a working week. Wages accrued due 
since the last pay day to men employed in the distribution side of the 
business should be charged to Profit and Loss Account ; but if wages 
have been paid in respect of capital expenditure, a transfer should be 
made from the credit of Wages Account to the debit of the particular 
Asset Account. Wages paid to the workmen of a firm or company for 
time spent upon plant and machinery installation, the making of loose 
tools, building extensions and the like require this treatment. 

Jllustiation.—" Manufacturing Wages, £268, had been expended in the 
installation of Plant in the Company’s Factory.” 

Here, Manufacturing Wages, in the Manufacturing Account, should be 
reduced by £268, and a like amount be added to the Plant account before 
provision is made for depreciation at the stated rate. 

In theory, Journal entries should be made for outstanding wages and 
similar items. In practice, the relative Ledger account is debited with the 
amount accrued, and this amount is then brought down as a credit balance, 
and is scheduled amongst “ Sundry Creditors ” in the Balance Sheet. 


Db. wages account. Cr. 



Salaries. — Here also salaries accrued due must be provided for. 
The outstanding amount must be added to the Salaries item in the 
Profit and Loss Account and to the Sundry Creditors in the Balance 
Sheet. If the accounts are those of a manufacturer, the salary of the 
factory manager should be charged in the Manufacturing Account. 
In examination work, if the Factory Manager’s salary is separately 
stated, it is an indication that the amount should be charged against 
gross profits. Partners’ salaries should be separately stated in view of 
the requirements of Schedule D (Income Tax) as dealt with later. 

Directors’ Fees, etc.— The fees to which Directors are entitled 
will be disclosed either by the Articles of Association, or by resolu- 
tion of the shareholders in general meeting, recorded in the Minute 









30 HIGHER BOOK-KEEPING AND ACCOUNTS 

Book ; the Managing Director’s salary and commission (if any), 
should one of the board have been appointed to act as such, will he 
fixed in his agreement with the company, or by a Directors’ Minute ; 
travellers’ salaries and commission will be fixed by their agreements ; 
and the auditor’s remuneration usually by resolution of the shareholders. 

Directors’ fees, whether drawn or not, should be debited to Profit 
and Loss Account as a separate item ; unless, of course, each individual 
director has definitely forgone his fees, as evidenced by a Directors’ 
resolution. The aggregate fees paid must be disclosed in the account.s 
laid before the general meeting. 

Needless to say, although directors may forgo fees, they have no 
power to charge the accounts with fees on a higher scale than that 
authorised by the Articles, or resolution of shareholders. In the case 
of a Managing Director, the amount paid, apart from his fees as a 
director, should be treated as salary, and not be included in the item 
“ Directors’ Fees,” which should be confined to the amount allowed to 
the Directors by the Articles or by resolution. Limited companies are 
not entitled to pay income tax on Directors’ fees unless specially 
authorised by the Articles, or by vote of the shareholders, so to do. 

Examination questions frequently indicate that charges mentioned 
above in the first paragraph of this section are outstanding. 

Illustration . — " Directors’ Fees (half-year to June 30, 19..), £s°o-’’ 
Such an extract from an examination Trial Balance indicates that candidates 
are required to provide for the half-year’s fees, £500, July 1 to Decem- 
ber 31, ig... Directors’ Fees, £1,000, must therefore be charged in the 
Profit and Loss Account, and £500 must be added to the creditors in the 
Balance Sheet for fees due but unpaid. 

Renewals and Repairs. — Renewals need very careful considera- 
tion. If they represent the installation of a new in place of an old 
machine, the cost may be capitalised by transfer to ” Machinery and 
Plant Account,” always provided that any balance that may remain on 
the old asset account, after crediting thereto the proceeds of sale of 
the old asset, is written off against revenue. 

Very heavy repairs occur every few years in certain trades, where, 
e.g,, powerful acids are employed in manufacture, and then it is usual 
and legitimate to spread the cost over those years which benefit from 
the outlay, thus equalising the charges against profits. The amount 
held in suspense is carried to a Repairs Equalisation Account (Mainten- 
ance Reserve). Sometimes an account of this kind is created by 
annual transfers from Profit and Loss Account of equal amount, the 
cost of all repairs actually executed being debited against the fund. 
The annual contributions to the fund are determined by the actual 
expenditure upon repairs incurred in past years. If this practice is 
adopted, care must be taken that the fund is in credit at the close of the 
financial period. Should the fund be in debit, itwill be obvious that the 
annual contribution needs to be increased, unless the deficit is due to 
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abnormal ciraimstanccs, wliicli will adjust themselves in the near 
future, 

A fund of the kind is useful where it is known that, in later years, 
particular assets will demand heavy repair expenditure, or where the 
repairs will be irregular in their incidence. In such cases, an estimate 
of the repair cost for the whole “ life ” of the asset or assets should 
be made, an equal proportion of which should then be charged against 
the Prolit and Loss Account for each year of the assumed “ life ” of 
the asset or assets. 

Buildinj; Renewals and Repairs. — ^'I’hese are governed by the same 
considerations as outlined above. Unless they permanently increase 
the value of the property, or add something which was not there before, 
all repairs and renewals should be charged against revenue. 

The operation of a Repairs Equalisation Account is shown in the 
following accounts : — 


PROFIT AND LOSS ACCOUNT. 

D». Cs. 



£ 


d. 


£ 


d. 

To Hepairs Equalisation Account 








(annual Instalment) « . . « 

aso 

0 

0 






REPAIRS EQUALISATION ACCOUNT. 

Dr, Cr. 



£ 

s. 

d. 


£ 

s. 

d, 

To Transfer from Repairs Account. . 

axo 

0 

0 

By Profit and Loss Account . . . . 

250 

0 

0 

„ balance carried down 

40 

0 

0 






ifsio 

0 

0 


fRio 

0 

0 



_ 


By Balance brought down .. . . 

40 

0 

0 


REPAIRS ACCOUNT. 

J)R. Cr, 



£ 


d. 


£ 

s. 

d. 

To Cash. Cost of Repairs for the 




By Transfer to Repairs Equalisation 




year .. .. .. .. .. .. 

aio 

0 

0 

Account 

210 

0 

0 


£210 

0 

0 


£310 

0 

0 


BALANCE SHEET. 
(Liabilities Side.) 



t 

s. 

d. 


Repairs Equalisation Account 

40 

0 




Machinery Repairs.— These, if separately stated, should appear 
in the Manufacturing Account, since they represent the cost of main- 
taining the machinery asset in a fit state to earn revenue. 
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Carriage, Freight, etc.— Carriage, etc., inwards of raw materials, 
stores, goods for re-sale and the like should be charged in the Manu- 
facturing or the Trading Account, being part of the prime cost of 
manufacture, or of acquiring the goods for re-sale ; carriage outwards 
on finished goods despatched, or merchandise re-sold, should appear 
in the Profit and Loss Account as a distribution expense. 

Returns. — Returns both inwards and outwards should be deducted 
respectively from the Sales and Purchases in the Trading Account in 
order that the net figures of Sales and Purchases should be shown in 
each case. Some examination candidates deal with the balance of 
returns only, a practice which is not in accord with commercial usage, 
since it does not give a correct figure of the actual turnover for percen- 
tage comparisons. 

Rent, Rates, and Taxes. — All outstanding liabilities under these 
heads must be provided for, and any payments in advance must be 
correctly apportioned. Rates may cover a period beyond the close of 
the financial year, and in that case they should be apportioned between 
the two periods, and the prepaid portion be held in suspense as an 
asset. 

Rents received will be credited to the Trading Account, if derived 
from sub-letting a portion of the factory or warehouse ; if office 
accommodation is sub-let, the rent received will be credited to Profit 
and Loss Account, 

Sometimes rent is received for the use of power supplied to tenants 
or neighbours. In that case, the rent should be credited to the Trading 
Account, or be deducted from the cost of power in that account. 

Where much property is held and let, the “ Terrier ” (Plan of 
Estate and Rent Register) will provide the information for checking 
rents receivable, in order to ascertain outstandings. All rents accrued 
due must be taken into account, and provision must be made for 
irrecoverable arrears. 

In examination work, attention must be paid to any indication that 
charges or outstandings in respect of rent, rates, and taxes, are to be 
split up between the Trading and Profit and Loss Accounts, If a 
Trial Balance contains a credit item, “ Rents Received,” the amount 
should be credited to the Profit and Loss Account, and not be deducted 
from rent paid, as candidates sometimes do. 

Ground Rent. — Rent paid for the occupation of land upon which 
houses, offices, or factories are built should be treated as outlined above, 
and should be apportioned, if possible, between the factory and the 
office. Ground rent should be stated separately in the Profit and Loss 
Account. The item should be shown “ gross,” i.e. any income tax 
deducted on payment should be debited to Ground Rent Account and 
credited to Income Tax Account. 

Royalties. — Royalties are dealt with in Chapter XVII. In the case 
of coal and other mines they are a charge against the Working Account 
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of the colliery or mine. In other cases, they consist of fees paid to 
patentees, owners of copyright, etc., for the right of user of patent 
machinery, manufacturing processes (constructional, chemical, etc.), 
or for the rigiit to reproduce and sell copyrighted works. In all these 
cases, the royalty should be charged against the Manufacturing or 
'Prading Account. Such ro3''alties are usually payable upon some 
agreed unit of manufacture or sale, and are fixed by agreement between 
owner and user. Any royalties accnied due on output or sales, as the 
case may be, since the last settlement date must be passed through the 
books. Royalties Account being debited and credited as shown in the 
case of Wages Account on p. 29. Any income tax deducted on payment 
should be adjusted as in the case of Ground Rents, as explained above. 

Trade Expenses. — ^This is an omnibus account which includes a 
multitude of items of diverse kinds. Both the term and the account 
are often loosely employed, since, usually, it covers both Trading, and 
Profit and Loss items. In practice, the account is frequently allocated 
as between Trading or Manufacturing Account, and Profit and Loss 
Account. If the examination candidate is given no guidance as to the 
treatment required, he should charge the whole to Profit and Loss 
Account. Sometimes, however, indication of treatment is afforded in 
an examination question, thus ; — 

Illustration . — In the Trial Balance there appears “ General Trade 
Expenses (Factory and Offices), £898,” and, later on, the information is 
given that “ the offices occupy one-eighteenth of the floor-space of the 
comp.iny’s property.” This is an indication that one-eighteenth of the 
general expenses should be charged to Profit and Loss Account. 

The modern tendency is to divide expenses of this kind into 
“ Factory Expenses ” and “ Office Expenses.” If separate items under 
these headings appear in a Trial Balance, they are doubtless required 
to be charged to Trading and Profit and Loss Account respectively. 

The Inland Revenue officials are apt to be somewhat curious as to 
the composition of the Trade Charges item in accounts submitted to 
them ; it is advisable, therefore, to describe this debit in the follow- 
ing detail ; “ Postages, Telegrams, Trade Subscriptions, and Petty 
Expenses, not including any items not allowable for income-tax 
purposes.” Any items not allowable for income tax, such as charitable 
subscriptions and donations, etc., should be stated separately. 

Stationery, Stamps, etc., in Hand. — Where the expenditure 
under these, and similar, headings is small, it is usual, in practice, to 
ignore any stocks on hand. But in some businesses the stock of 
stationery, catalogues, postage stamps, patent medicine, or entertain- 
ment-tax stamps, and similar items may be of considerable value. 
It is then customary to take stock, and to credit the relative expense 
account with the valuation, bringing the balance down as stock in 
hand, and cither stating it separately, or adding it to the trading stock 
as an asset in the Balance Sheet. 


4 
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Interest on Loans and Debenturos.-— All accrued Interest must 
lie provided for and added to the interest charge in the Profit and Loss 
Account, and to the Sundry Creditors in the Balance Sheet. Inspect ion 
of the “ Register of Mortgages and Charges ” will furnish the ]iarticu- 
lars necessary to ensure that all due interest has been provided for. 
Outstanding interest on bank loans, usually debited (piarterly, can 
be ascertained by scrutiny of the entries in the Pass Book immediately 
following the close of the financial period. Examination questions 
frequently indicate that interest has accrued due, and failure to 
schedule the' item amongst the creditois in the Balance Sheet is a 
fruitful source of error. 

Interest received should be credited to Profit and Loss Account. 
It will probably have resulted from loans or investments, or from 
charges made in respect of overdue accounts, or for the renewal of 
bills of exchange, and is, therefore, ■dfi?mncial transaction. 

In partnership accounts, interest on capital and drawings should be 
stated separately, and not be combined with trade or investment 
interest, as some examination candidates are apt to do. 

Students sometimes fail to understand that debenture interest is a 
debt due to creditors, payable by the company whether the profits 
made are or are not sufficient to discharge the debt. Debenture 
interest is in a category essentially different from outstanding ‘ ‘ interest ” 
on Preference Shares. Preference dividends are an allocation of profits 
and their payment is contingent upon sufficient profits being made 
from which to discharge them. 

Trade Interest. — Interest received or paid in connection with the 
discounting of bills ; interest on overdue accounts ; interest payable 
to factors on bonded goods not withdrawn from bond ; interest, in 
the nature of fines, levied in accordance with trade custom, and the 
like, should be treated in a separate account, and not be included with 
loan and other fixed annual interest. 

Discount. — Trade discount must, of course, be deducted from all 
sales before they are credited in the Trading Account. The examination 
candidate is entitled to assume that the purchases and sales appearing 
in the Trial Balance are stated iwt, i.e. after deduction of trade discount. 

In some cases, cash discounts received on purchases, or allowed on 
sales, are deducted from the purchases or the sales items in the Trading 
Account. Strictly speaking, perhaps this is the more accurate 
treatment, though the point is debateable, but in the great majority of 
businesses a single account is opened for cash discounts received or 
allowed, the balance only being debited or credited as the case may 
require in the Profit and Loss Account . This course is usually followed 
when answering examination questions. If, however, both the debit 
and the credit totals of discount are given in the Trial Balance, it is an 
indication that the discounts on purchases and sales are to be treated 
in the Trading Account. 
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Examination questions sometimes demand the creation of a reserve 
for discounts. Such reserves are rare in practice. Trade discount, 
as we have seen, does not reach the Ledger, since it is deducted in the 
Sales and Purchases Books. Cash discount, it is contended, is contin- 
gent upon the debts being paid on or before the expiration of the 
customary period of credit. In some cases the discount is allowed, in 
others it is disallowed. In the author’s opinion, cash discounts should be 
treated as financial transactions. If a reserve for discounts is made, the 
procedure is precisely similar to that employed in the case of reserves for 
Bad and Doubtful Debts, viz. a debit to Profit and Loss Account of the 
amount of the reserve, a like amount being deducted from Sundry 
Debtors in the Balance Sheet. If a reserve is made for discounts on 
debts due to creditors, the entry in the Profit and Loss Account is re- 
versed, the Sundry Creditors being reduced by the amount of the reserve. 

Insurance. — This charge frequently covers a period in advance of 
the financial year covered by the Accounts. The proportion of the 
premiums paid applicable to the next financial period should be credited 
to the Insurance Account and treated as a temporary asset in the 
Balance Sheet. Such an adjustment is frequently required by examina- 
tion questions, and failure to deal with both aspects of the adjustment 
is a common occurrence. 

Advertising . — When a new commodity is introduced to the public 
by means of large advertising expenditure, it is the practice, in some 
cases, to spread a proportion of the initial expenditure over several 
years, and to treat that portion of the expense not charged to current 
Profit and Loss Account as a temporary asset to be written off over 
a period as in the case of Preliminary Expenses. There can be no 
objection to this procedure, provided that the amount carried forward 
is determined reasonably. When the cost of advertising has subsided to 
the normal annual expenditure estimated as necessary to maintain the sale 
of the commodity in public favour, all advertising expenditure must be 
charged to Profit and Loss Account for the year in which it is incurred. 

Commission. — Commission paid to travellers and salesmen is 
a selling expense and should be charged to Profit and Loss Account. 
The destination of commission earned will depend upon the nature of 
the business. Where, for example, a mantle manufacturer sells goods 
of his own make, and also goods of a foreign manufacturer on com- 
mission, the commission earned should be credited to Trading Account 
as profit earned by the warehouse. If, however, the commission earned 
was in respect of financial assistance to the foreign manufacturer, then 
the income should be credited to Profit and Loss Account. 

Managing Directors are sometimes entitled to commission on gross 
turnover, or on gross or net profits, or on dividends paid to shareholders. 
The sum due under these heads will need careful computation in 
accordance with the agreement between the director and the_ company, 
and, if it is based upon profits or dividends, should be debited in the 
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Appropriation Section of the Profit and Loss Account. If tlic; com- 
mission is based upon turnover, it should be debited to I'l-adinp Account , 
and care must l)e taken that all returns are deducted, and tliat tin; 
commission is calculated on nei sales. Income I’ax cannot, in tlie 
absence of agreement, he treated as a charge against profits in calculating 
the amount of a manager’s commission liased on a percentage of the 
profits {Johnston v. Chestergaie Hut Mannfacluring (Jo., I1915I). 

Prelinunary Expenses. — These consist of the expenses incurred 
in the registration and flotation of limited companies, d’hey comprise, 
inter alia, stamp duties and rcgistiation fees ; the cost of printing, 
advertising, and distributing the prospectus ; printing the Memoran- 
dum and Articles of Association ; professional fees to solicitors, 
accountants, valuers, etc, ; underwriting commission, and the like. 
A special ledger account is opened to which such expenses are debited. 
The compan3' could not have been brought into being without this 
expenditure, and it is unfair that the first year’s trading should hear the 
whole brunt of this outlay. The usual practice is, therefore, to spread 
the expenditure over the first three or five years of the company’s 
trading. That such treatment is within the powers of a limited com- 
pany was recognised in Bale v. ClcUind. Tlie balance of the account 
must be separately stated as a temporary asset in the Balance Sheet. 
If the promoter of the company has undertaken to pay all preliminary 
expenses, care must be taken to ensure that all proper expenses have 
been charged to the account. Care must also he taken that the total 
expenses do not exceed the estimate which frtrins a necessary jiart of 
the Statutory Report and Prospectus, though there would appear to 
he no penalty if the estimate is exceeded. 

Dividends Paid. — Preference dividends paid during the current 
year, or interim dividends paid on ordinary shares, should he entered 
in the Appropriation Section of the Profit and I.oss Account, as 
explained later, and should not be debited in tlie main .section of thtil 
account, as many examination candidates arc in the habit of tloing. 
To debit such jiayments in the main .section of the account tends to 
obscure the account, and to make it difficult to see at a glance the actual 
trading result for the j'ear. 

If the credit balance brought forward from the preceding period is 
sufficient the dividends may be deducted tints : — 


PROFIT AND LOSS ACCOUNT. 
(Credit Side of Avprofriation Section.) 


By Balance froni last year . . . . 

Less Il.ilf-year’s dividend on the 6 % 

Preference Sbaics o 

Interim dividend of 3 % on the Ordinary 

Shares . . . . 8 ,000 n 

1 s. d. 

. . 21,463 0 0 

0 

0 

i 

s. 



0 
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Or tlu' amount of the dividends paid may be debited to the 
appropriation section as shown below. Both treatments are adopted 
in practice and are equally correct. 

APPROPRIATION ACCOUNT. 


Dr. Cb. 



t 

s. 

d. 


i 

s. 

d. 

To Half-ye.ir’s dividend on the 6 % 




By Balance from last year . 

21,4.6''. 

0 

0 

I’referent'e Shares 

,, Intenrn dividend of 3 % on the 

7,650 

0 

0 

„ Balance brought down, being 
net profit for the year 

33,000 

0 

0 

Ordinary Shiires 

8,000 

38,812 

0 

0 




,, Balance earned down . . . . 

0 

0 





£ 

54,462 

0 

0 

1 

54.462 

0 

0 





By Balance brought down . . 

38,8x2 

0 

0 


Deferred Revenue Expenditure. — ^Exceptional and costly expen- 
diture is sometimes “ held up ” in the Balance Sheet, a fixed proportion 
being charged annually over a period to Profit and Loss Account, as 
in the case of Preliminary Expenses. The expenditure held in suspense 
is treated as a temporary asset as explained on p. 36. In some cases 
special power is given by the Articles to the directors to spread 
expenditure over a term of years when justified by the nature of the 
outlay. Apart from this, there does not appear to be any direct legal 
sanction for the procedure, although it has long been confirmed by 
custom, and is recognised in the Companies Act, 1929, in the case of 
preliminary expenses, expenses of issue of shares and debentures, 
commissions on placing shares, etc., which must each be shown 
separately on the Balance Sheet until written off. 

Financial Expenses. — These usually consist of Bank interest 
and charges ; interest on loans and debentures ; discount, commission, 
and similar charges, connected with the financing of private or joint 
stock enterprises. They are in a somewhat differeiat category from 
deferred revenue expenditure mentioned above, but they are charges 
against revenue, and must be dealt with in the Profit and Loss Account, 

Income Accrued. — Revenue of this kind, consisting of interest, 
dividends, rents, and the like, must be treated in the reverse way from 
the charges against profits enumerated above. Profit and Loss Account 
must be credited (by means of additions to the relative items), and 
“ Sundry Debtors ” be increased by the same amounts. The various 
ledger accounts will be treated in the manner shown on p. 29, except 
that the entries will be reversed. Unless the dividends are “ fixed ” 
in amount, or have actually been declared, no entries should be made, 
since the amounts accrued could be estimated only, and may never 
crystallise. Interest on dividends accruing from Government securities, 
debentures, and preference shares can be calculated, but dividends on 
ordinary shares must be declared in order to be known. The required 
information for entries in respect of income accrued can be ascertained 
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from the ledger accounts relating to investments, or from the Investment 
Ledger if one is kept. 

Transfer Fees. — Receipts under this heading will, of course, 
appear only in the Trial Balance of a limited company. The charge 
for registering the transfer of shares from seller to buyer in the share 
registers of a limited company is usually at the rate of as. 6d. per deed. 
Income from this source can be checked with the number of transfers 
filed, and should be credited in the Profit and Loss Account in a separate 
item, and not be deducted from office expenses, as examination candi- 
dates sometimes do. 

Apprentices’ Premiums.— It has been stated already (see p. 27) 
that, in the accounts of manufacturing concerns, these premiums should 
be credited to Manufacturing Account. Examination questions some- 
times contain information to the following effect : “ Apprenticeship 
fee received from A. B. for five years’ articles, one year of which 

has expired.” This is an indication that the candidate is required to 
credit one year’s fee {£ 100 ) to the current year, and to carry forward 
the balance of ;£40o as a liability in the Balance Sheet to be dealt with 
in equal annual instalments as the years expire. 

Profit on Sale of Investments. — If the undertaking be that of a 
finance or trust company, whose business it is to deal in investments, 
any profits or losses made are properly dealt with in the Profit and 
Loss Account. Profits made on the sale of investments held by 
trading companies may also, without grave objection, be taken to Profit 
and Loss Account and distributed as dividend. But if the investments 
held form part of a reserve fund, it is suggested that any profits realised 
on their sale are more wisely taken to the reserve fund and re-invested. 

Premium on Issue of Shares. — ^When a successful company issues 
shares at a premium, there is no legal bar against treating such profit 
as available for dividend. It is the more usual, and conservative course, 
however, to treat such receipts as capital profits, and to set them out 
separately on the debit side of the Balance Sheet as “ Premiums on 
Issue of Shares.” If they arc credited to Profit and Loss Account, 
the amount should be separately stated, and not merged in the ordinai-y 
trading profits. 

Entrance Fees and Subscriptions. — If the accounts under 
construction are those of a club, or non-trading society, it will be found 
usually that some subscriptions have been paid in advance of the 
financial period. All amounts so paid in advance must be eliminated 
from the Income and Expenditure Account, and separately stated in 
the Balance Sheet as a liability. Subscriptions in arrear must be credited 
to Subscriptions Account, and be stated separately as an asset in the 
Balance Sheet, Entrance fees are usually treated as income for the 
period during which they are received. . In strict theory, entrance 
fees are in the nature of capital, but by common custom they are 
treated as current revenue, and the examination candidate should 
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follow this practice, if he is called upon to deal with accounts containing 
such items. 

The student will, at this stage, clearly understand that the one 
object of all the adjustments referred to above is to ensure that the 
whole of the income and expenditure which has accrued during the 
particular financial period dealt with is included in the Trading and 
Profit and Loss Accounts, no matter whether the expenditure is 
discharged, or the income is received, or not. The section of the 
Profit and Loss Account dealt with above should be strictly confined 
to such items as affect the actual profit or loss for the period. All other 
transactions should be dealt with in the final or Appropriation Section, 
as explained hereafter (see pp. 61-3). 

III. Profit and Loss Accounts {continued). 

The various items dealt with above originated from actual income 
and expenditure received, paid, or accrued due. The balances of the 
ledger accounts whence these items are derived appear in the Trial 
Balance extracted from a set of books prior to the preparation of the 
Annual Accounts, or in the list of balances submitted to the examination 
candidate, as the case may be. But before the net profit for the period 
can be ascertained, certain adjustments must be made, which in the 
initial stage are not represented by any entries in the books or the 
Trial Balance. It is now necessary to consider some of these adjust- 
ments. 

(a) Capital and Revenue. 

In the majority of instances expenditure wdll have occurred during 
the year which will require to be adjusted as between capital and 
revenue. Such adjustments require great care if the profit shown is 
to be the true profit earned. The expenditure with which such 
adju.stments are most frequently concerned is expenditure upon such 
fixed assets as Buildings, Plant and Machinery, Loose Tools, Patterns, 
Patents, Fixtures, and Fittings, and the like. 

It is impossible to devise an acid test as to what is capital expenditure 
and what revenue expenditure. The same expenditure may be capital 
expenditure in some circumstances and revenue expenditure in others. 
Wages paid by an engineer to workmen for maldng a boiler to be used 
in his own works is capital expenditure ; the same wages expended upon 
a boiler manufactured for sale constitute a charge against revenue. 
In Accounting, at p. 57, the present writer remarked as follows : 
“ Broadly speaking, it may be said that expenditure which extends or 
enhances the earning capacity of the original equipment, and enables 
it to earn more income, or to work at smaller cost, is capital expenditure. 
All other expenditure must be charged against the revenue earned by 
the equipment.” In other words, revenue expenditure is that which 
is incurred in maintaining the fixed assets of a business in efficient 
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working order ; in the conduct and administration of the business ; 
and in the manufacture and distributirm of the goods hamlled. 

'Flic first task of the examination candidate when confronted with 
a list of balances, from which a set of accounts is to be compiled, is to 
distinguish between the revenue (Profit and Loss) items and the 
capital (Balance Sheet) items. If the rules given above are applied to 
these items, and to the adjustments required, there should be no 
difficulty in discriminating between those appertaining to capital and 
those appertaining to revenue. 

Extract from Examination Question. — Among.st the items in a 
list of balances the following appear, “ Manufacturing Wages, £13,062 ; 
Loose Tools, £2, 864.” Amongst the instructions appear, “ Valuation 
of Loose Tools at end of the year, £2,100. Manufacturing Wages (£364) 
were spent in making loose tools for use in the company’s factory.” 

Solution . — In the Manufacturing Account, “ Manufacturing Wages ” 
should be stated at £13,062 — £364, i.c. £12,698. 

“ Depreciation on Loose Tools ” in the Profit and Loss Account 
should be stated at £1,128, arrived at as follows : — 


Balance at beRinning of the year 2,864 

Add Wages paid during the year 364 

ie^^aluation at end of the year 2, 100 

Depreciation to he charged to Profit and f.oss Account . . '1,128 


In the Balance Sheet, the a.ssct would ajqicar as follows : — 


Loose Tool.s 

Additions during the year 


Loss Depreciation 


£ 

2.864 

.'!64 


3,228 

1,128 


£2,100 


As the loose tools in question were atkled to the manufacturer’s 
plant and not made for sale, the expenditure is capital expcniliture. 
Hence the treatment illustrated above, 

Plard-and-fast rules cannot, of course, be laid down. Each case 
must be considered on its merits, and in the light of the general rules 
given above. 

For example, £500 has been spent upon (a) repairs, (b) replacements, 
and (c) additions to a cigarette machine. The repairs («), costing £40, 
were necessary owing to careless handling of the machine. The 
replacements {h), costing £60, were necessary because certain running 
parts of the machine failed to function properly owing to wear of the 
parts. The additions (c), costing £400, consisted of certain adjustments 
to the machine, by which its output of cigarettes was increased 3,000 
per hour. Neither (a) nor (A) add anything to the original value of 
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the machine. These expenditures simply keep the original machine 
in fair running order. Both expenditures are therefore chargeable 
to revenue. It is otherwise with the expenditure (c). Here there is 
an addition to the original asset by which its earning power is increased 
beyond its earning power when it was originally installed. The ^400 
spent in acquiring this added earning power may therefore be legiti- 
mately added to the capital value of the asset. 

Revenue Charges in Suspense. — Adjustments may sometimes 
result in so heavy a charge against revenue that it is customary and 
legitimate to spread the expenditure over several years. A removal, 
perhaps, affords a good example of this treatment. 

Illustration. — Blanks, Ltd., removed their factory to more commodious 
premises. 

(fl) The actual cost of dismantling, removing, and re-installing the 
plant and machineiy, furniture, stock, etc., was £3,396. 

(6) Plant and Machinery stood in the books at £10,876. One machine, 
standing at £500, was obsolete, and the opportunity was taken to sell it 
for £100 and replace it by a modeim machine costing £875. 

(c) Furniture stood at £783, and a portion of it, being unsuitable, was 
sold for £80, the book value of the sold portion being £125. New furniture 
costing £495 was purchased for the new offices. 

(d) Fixtures and Fittings stood at £1,200, and were sold to the purchaser 
of the old premises for £800. New fixtures and fittings were purchased 
tor the new factoiy at a cost of £1,850, 

Soiution.— -The adjustments as between capital and reveni^ are as 
follows : — 

Capital. Revenue. 

r r 


(a) Removal Expenses 2,396 

(b) Plant and Machinery — 

Loss on sale of obsolete machine . . . . 400 

Cost of new machine 875 

(e) Furniture — 

Loss on sale of unsuitable furniture . . 45 

Coat of new furniture 495 

(d) Fixtures and Fittings — 

Loss on sale of old fixtures 400 

Cost of new fixtures i ,850 


£3,220 £3,241 

It may be assumed that the removal will benefit future years. ^ It is 
therefore legitimate and usual to spread the revenue adjustment— in this 
case £3,241— over from three to five years, as in the case of preliminary 
expenses. 

(b) Depreciation. 

Pew, if any, annual accounts are prepared that do not include 
adjustments for the waste or depreciation that has taken place in the 
fixed assets employed by the business. 

Definition.— Depreciation is the diminution in the utility value 
of an asset. due to natural wear and tear, exhaustion of the subject 
matter, effluxion of time, accident, obsolescence, or similar causes. 
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Wear and tear is inseparable from all working assets and can lie 
assessed with approximate accuracy. Depreciation due to obsolescence, 
fall in market value and other outside causes is difficult to foresee, or 
provide for. The term “ depreciation ” suggests waste arising fiom 
gradual deterioration rather than sudden loss or diminution in value. 
Flucitiation in value owing to " market ” or other causes is not deprecia- 
tion. Depreciation is a permanent diminution in value ; fluctuation is 
temporary, and may operate to increase temporarily as well as to 
diminish temporarily the value of an asset. Although, of course, a fall 
or rise in market value may sometimes prove permanent. The real 
object of adjustments for depreciation is to distribute the original cost of 
wasting assets over the term of their working life. Plant and machinery 
and similar assets employed in earning profits gradually decrease in 
value through use, and the measure of this shrinkage in value is termed 
depreciation, and must be provided for out of revenue. 

Fluctuation in Value. — ^The fluctuation in value of fixed assets 
due to outside factors, e.g. a fall in market value of similar assets, may 
be ignored, since such fluctuations do not reduce the earning power 
of the assets. Fixed assets are not held for sale, but to earn revenue, 
and their value to a going concern is not affected by market fluctuations 
in their value. Fluctuations in the value oi floating assets, e.g, stock, 
may also be ignored if they are temporary fluctuations. But if the fall 
in value appears to be permanent, stock or other floating assets must 
be written down to the level of current maiket prices. 

Provision for Depreciation Essential, — The author has heard 
manufacturers say in a year of lean profits that they “ cannot alTord 
to allow for depreciation this year.” This attitude is quite unsound. 
The depreciation that should be allowed for bears no relation to the 
gross profits made for the year. The depreciation has actually occurred. 
It is a part of the cost of production and must be provided for no 
matter what gross profits or losses are shown by the Trading Account, 
otherwise the net profits or losses shown by the Profit and Loss Account 
and the balance of the manufacturer’s capital account will be inaccurate. 

Illustration. — Blanks, Ltd., purchased a ciRarotte machine for £1,200. 
Its probable life was estimated to be five years, at the end of which time 
its scrap value would be £100. If no depreciation is written oil tlie 
machine, it will appear in the books when sold as of a value of £i,ioa 
(i.e. ,£1,200, the original cost, le.ss £100 the proceeds of sale as scrap). 
Clearly this wastage of £i,ioo should have been spread over the life of the 
machine. Broadly speaking, Blanks, Ltd., paid ,£1,100 in advance for the 
work the machine was going to do in the five years. Each year of the five 
should therefore have borne its due proportion of the £i,ioo. Roughly, 
the waste is £220 per annum, and if this sum had been debited to Profit 
and Loss Account and credited to Cigarette Machine Account each year, 
the asset account would have been eliminated at the end of the five years 
when the machine was sold for £too. 

In practice, depreciation is frequently credited direct to the asset 
account and debited to Profit and Loss Account. It is better, however, 
to journalise the provisions made, as follows ; — 
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xg... 

Dec. 31 

DupieriAtioii Account. . .. Dr. 

To Machinery and Plant (lo %) 


i 

in 

s. 

0 

d. 

0 

1 

200 

8 . 

0 


I'liinituie (5 %) 

for depreciation for the year ended December 31, 
19. 





ao 

0 

,, 

Pioht and Loss Account Dr. 


tn 

0 

0 




Transfer of balance. 








In this manner, a comprehensive record is available for reference 
in future years. Examination candidates frequently omit one side of 
the depreciation entries, and the few minutes occupied in journalising 
them as above will ensure correct treatment, and is time well spent. 

Methods of Assessing Depreciation. — The assessment of depre- 
ciation must of necessity be based upon estimate. There is no room 
here for dogmatism, and tables of fixed rates of depreciation designed 
for every trade and asset are worthless. Each case must be judged on 
its merits and in the light of all the circumstances. 

The accountant’s task is : (a) To assess as closely as possible the 
money equivalent of the depreciation that will take place during the 
life of the asset, and (6) to distribute this assessment equitably over 
the working life of the asset. 

In order to do this the following data are necessary : (a) The 
original cost of the asset, (h) the interest on the capital cost, (c) the 
probable working life of the asset as employed (some machines may- 
stand idle for long periods, others may be worked both day and night), 
(d) its scrap value at the close of its useful life, (e) the degree to which 
it is liable to become obsolete, (/) whether the asset will be maintained 
in efficient repair. The answers to (c), (d), (e), and (/) will be supplied 
by the technical experts. 

When the amount of the depreciation to be provided for has been 
assessed, five methods are commonly employed for its distribution 
over the life of the asset. These are : (i) The straight line, or equal 
instalment, method ; (2) the diminishing balance method ; (3) the 
annuity method ; (4) the sinking fund method ; (5) the insurance 
policy method. Occasionally a sixth method— i.e. valuation — is 
employed. Where a costing system is in operation, or the necessary 
statistics are otherwise available, other methods, based on output, 
machine hours, efficiency hours, etc., are sometimes employed. 

(i) The Straight-Line Method.— By this method, the original 
cost or present value of the asset is divided by the number of years 
of its estimated “ useful ” or “ working ” life, and an equal part of 
the cost is debited each year of the life to revenue, repairs and renewals 
of the asset also being charged to revenue. If the scrap value of the 
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asset at the close of its life can be estimated, this sum is ded\U'ted fiom 
the original cost before the annual instalments chargeable to revenue 
are computed. Thus, if the original cost of a machine be £2,000 ; 
its estimated working life be 10 years ; and its scrap value at the end 
be £200, then the amount to be charged to revenue is £2,000 - - £200 
= £1,800, or £180 per annum under the straight-line method. If 
additions are made to the asset during its life, they must be treated in 
a similar way, and be spread over the remainder of the period in equal 
instalments. 

The advantages claimed for this method are : (a) its simplicily, and 
(/;) the fact that the asset is completely eliminated at the close of its 
life. Objections sometimes urged against the method arc: («) that 
additions to an asset so treated cause changes in the asset account, and 
consequently fresh calculations of the depreciation charge become 
necessary; (b) the question of interest is ignored ; and (c) the buiden 
of repairs falls more heavily on the later than the earlier years of the 
life ,of the asset. As to (c), experience proves that in the case of a large 
plant employing machines of all ages, the system works satisfactorily, 
since the heavier repairs on the older machines are counterbalanced 
by the lighter repairs on the newer. 

This method is frequently applied to short leases and similar short- 
lived assets, all repairs being charged to revenue. 

Illustration . — A cigarette-boxing machine cost fii,.-)oo. The life of the 
machine is six yeais. The scrap value is Xi’200. Tlie amount to be spread 
over the period is, therefore £i,-2,oo, or £200 per annum. 

CIGAUETTE-BOXING MACHINE. 


Pa. Cr. 



(2) The Diminishing Balance Method. — By this method, a 
fixed percentage, e.g. 10 %, is written off the diminishing balance 
of the asset account every year. If this method is adopted, care must 
be taken that the percentage rate employed is sufficiently high to allow 
of the asset being eliminated at the close of its life. 

The chief advantage claimed for this method is that the revenue 
charge is equitably averaged, inasnruch as, in the early years, when 
the machine is new, the depreciation charge is heavy and the repair 
and maintenance charge light, whereas, in the later years, when the 
repair and maintenance charge is heavy, the depreciation charge is light. 

Experience shows that this is probably the most popular method 
with business men. The difficulty is to induce them to adopt a per- 
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centage high enough to reduce the asset to its scrap value at the close 
of its working life. 

E-vamination candidates appear to experience difficulty when a 
Trial Balance contains an asset account (commencing balance) with 
additions during the year, and also instructions that depreciation is to 
be provided at a given rate. In the absence of instructions to the 
contrary, the candidate should provide for depreciation at the given 
rate on the total final debit of the asset account. 

Illustration . — Machinery and Plant, £iz,gso ; Additions during the 
year, £479- The company’s workmen were paid £121 wages in installing 
the additions to the Machinery and Plant. Depreciation at 10 % is to be 
written off Machinery and Plant, (Extracted from an Examination Trial 
Balance.) 

Solution. 

MACPIINERY AND PI.ANT ACCOUNT. 


Dr. Cr. 



Ten per cent, depreciation on £13,550, i.e. £1,355, should be debited 
to Profit and Loss Account, and the asset be shown in the Balance Sheet 
as follows ; — 


as follows ; — 

£ £ 

Machinery and Plant 12,95° 

Additions during the year 600 

13,55° 

Less Depreciation 1,355 

£12,195 


In actual practice, additions may be made so late in the financial 
period covered by the accounts that provision for depreciation may 
be considered unnecessary. In any case, additions create no diffigulty, 
since depreciation of them can be adjusted to the date when they were 
made, and the needs of the case. In the great majority of cases, depre- 
ciation is written off the final balance of the asset account as shown in 
the above illustration. 

In examination questions, where additions to an asset are included 
in the Trial Balance, and a general rate is named for the depreciation, 
the candidate is sometimes informed in the “ Instructions ” following 
the Trial Balance that the average date of the additions was, e.g., 
September 30th. This indicates that the rate of depreciation named 
is to be based upon this average date. Where the financial period 
dealt with by the accounts covers a year ending at December 31st, 
this means that the additions are to be depreciated at the rate named, 
but for three months instead of the whole of the year. 
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The student will realise that whereas a fixed depreciation percentage 
charged each year upon the orif^inal cost, as in the struight-Iinc method, 
will eliminate the asset during its life, the same percentage as employed 
by the diminishing balance method will leave a considerable balance 
on the books at the end of the life of the asset. I'or example, a machine 
costing ,£1,000 and possessing no scrap value, having an estimated 
life of five years, would, on a 20 % basis of depreciation, be eliminated 
as an asset at the end of the five years, but, if it were depreciated at the 
rate of 20 % on the diminishing balance, the asset would stand in the 
books as of a value of £327 13s. yd, at the elose of the period. As The 
Accountant has pointed out, an asset depreciated at the rate of to % 
on the diminishing annual balance will have a book value of over 
35 % of its original cost at the end of ten years, 12 % after 20 years, 
4 % after 30 years, and i % after 43 years. It is not always easy 
to convince business men of this difference between the two methods. 

(3) The Annuity Method. — It is assumed by this method that 
the capital sunk in the purchase of the asset is earning interest. The 
annual depreciation charge is ascertained from Tables, and is calculated 
so as to eliminate the asset, together with interest on the capital sunk, 
at the dose of the life of the asset. Interest on the capital sunk, at the 
agreed rate, is debited to the asset account and credited to revenue 
each year. This theory assumes that the capital expended on the 
asset earns the interest credited to revenue in each financial period. 
The interest taken credit for decreases automatically as the depreciation 
charge reduces the book value of the asset. The depreciation charge 
is constant. It is dear, therefore, that revenue bears a gradually increas- 
ing burden. This is probably the most scientific system, but it is not 
popular with the commercial commtinity. An objection to the method 
is that when additions are made to the asset account revised calculations 
must be made, and, particularly also, that, in the early years, the book 
value of the asset is in excess of its real value. By this method, the 
asset account will appear as follows : — ^ 


ASSET ACCOUNT 

Dr, ■" . Cr, 




i 

B. 

d. 




£ 

3 . 

To Ori^mal Cost . . . , 


Xt200 

0 

0 


By Profit and Loa.s Ac- 




,, Transfer to Profit and 






count, being annual 




Loss Account, being 






depreciation charge (as 




interest at 5 % 


60 

0 

0 


per actuarial tables) for 










5 y^ars 


377 

I 







„ Balance 1 carried down 


98a 

16 



I,s6o 

0 

0 



1 

1,260 

0 

To Balance brought down 


95 a 

16 

8 







If preferred, the transfer of interest may be made to the credit of 
Interest Account, and thence, in due course, to the Profit and Loss 
Account. 
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When the Government purchased the property of the National 
Telephone Company, the Company claimed depreciation on the 
annuity basis, whilst the Government sought to base their valuation on 
the straight-line method, and succeeded in sustaining their claim to 
employ the latter method. 

(4) The Sinking Fund Method . — This method also takes into 
account the question of interest. A fixed amount is charged each year 
to revenue, and at the same time an equivalent amount of cash is 
separately invested. The annual instalment represents the amount 
which, invested at compound interest, will, at the close of the period, 
realise a sum equal to the original cost of the asset. The asset remains 
in the books at its original cost until the close of its life, when the sinking 
fund is used to eliminate it. The advantage of this method is that it 
provides the actual cash wherewith to replace the asset. 

The records of a sinking fund invested in Stock Exchange securities 
(Arcadia 5 % Gold Bonds at par) are as follows ; — 

db. sinking fund. cu. 


Year, 



£ 

s. 

d. 

Year. 



£ 


d. 

X 

To Balance carried down 


1,000 

0 

0 

I 

By Profit and Loss Ac- 












count 


1,000 

0 

0 

g 

To Dalan''e carried down 


2,050 

0 

0 

2 

ByBalance brought down 


1,000 

0 

0 








„ Profit and I^s Ac- 
count , . , . 


1,000 

0 

0 








„ Interest 


50 

0 

0 



£ 

2,050 

0 

0 



£ 

0 

c 

0 

0 

3 

To Balance carried down 


3,153 

10 

0 

3 

By Balance brought down 


2,050 

0 

0 







,, Profit and Loss Ac- 











count . . . . 


1,000 

0 

0 








,, Interest .« «. .. 


Z02 

ID 

0 



£ 

3,^52 

10 

0 



£ 

3 , 15 a 

10 

0 







4 

By Balance brought'dowa 


3.152 

10 

0 


INVESTMENT OF SINKING FUND. 

Dn. (Arcadia 5 % Gold Bonos.) Cr. 



Alole. — In practice, the investment of the cash instalment and the 
re-investment of the interest may not take place until after the end of each 
year, so that on the Balance Sheet the amount of the Sinking Fund may 
appear greater than the amount of the Investment. The cash instalment 
for the last year and the interest would not be re-invested, but, with the 
^proceeds of the sale of the investment, would form the fund available for the 
purchase of the new asset. 
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(S) The Insurance Policy Method. — ^Tliis ia another funn of 
sinking fund. A capital endowment policy is taken out with an Assur- 
ance Company for tlic amount necessary to replace the a.sset, maturing 
at the close of tlte life of the asset. The advantage of this method is, 
as compared witlt the Sinking Fund method, that the exact sum required 
will be forthcoming when the asset is to be replaced, w'hereas a sinking 
fund invested in Stock Exchange securities may, owing to market 
fluctuations in the stock .selected for investment, result in a deflciency 
at the required date. Again, a sinking fund, by pressure of circum- 
stances, may be diverted from its original purpose. 

In some cases an Endowment Policy Account is opened and debited 
with the premiums as paid, and treated in the Balance Sheet as an 
investment accumulating at interest. Profit and Loss Account is 
debited, and the Asset Redemption Account is credited w'ith the amount 
of the annual premiums. 

ENDOWMENT POLICY ACCOUNT. 


Annual Premium; £100, p.iyable Janu.ary ist. Sura assured: £1,320. 
Term : 10 yeais. 

Or. Ch. 



ASSE'P UEDEMI'TION ACCOUNT. 

Ur. Cr. 




i 

S. 

a. 

War. 

i(Duc. 3 i) 

liy Profit anti Loss 


c 


d. 






Account 

, , Policy Account ( In-* 
terest) 


100 

0 

0 









3 

0 

0 









X05 

0 

0 






2 

By Piofit and Loss 










Account 

„ Policy Account (In- 


100 

0 

0 







teipst) 


10 

5 

0 









213 

5 

0 






3 

By Profit anti Loss 










AtTOUUt , . . . 

„ Policy Account (la* 


£00 

0 

0 







tercsi) 



15 











0 

3 
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111 Ollier cases, the suiiender value of the policy only, as ascertained 
troiii the company, is taken into account, in vt'hich case no interest 
entiics are made, and adjustments are necessary from time to time to 
maintain the surrender value basis. At the close of the period, the 
policy account, under this method, will show a profit which will be 
transferred to the Asset Redemption Account. 

Assuming a nominal surrender value of ,£10 and £2$ for the first 
and second years respectively, and thereafter an amount equal to all 
the premiums paid plus 2 % compound interest, the entries required 
to maintain the Policy Account at surrender value are given on p. 50. 

(6) Valuation Method. — Sometimes, depreciation is determined 
by the process of actual re-valuation of the asset at the close of each 
financial period. In any case, such valuations, where practicable, are 
valuable as a periodical check upon book values arrived at by ordinary 
depreciation methods. This method is not suitable for heavy fixed 
assets such as buildings and the like. Indeed, in unscrupulous hands, 
the method might become dangerous, in addition to being costly. 
But some assets are particularly suitable for re-valuation, e.g. loose 
tools, copyrights, patents, horses, cattle, sacks, cases, casks, bottles, 
etc. The difference between the book value of assets and the valuation 
is treated as depreciation and written off accordingly. Should the 
valuation disclose an appreciation in value, it is wise for book-keeping 
purposes to ignore the appreciation. 

In some businesses, it is usual to treat loose tools and similar assets 
as stock, and include them in the stock valuation. Any increase or 
decrease in value then passes through the Manufacturing or Trading 
Account, and no separate asset item appears in the Balance Sheet. 

Examination questions frequently indicate that the depreciation 
on certain assets is to be based on a valuation, particulars of which are 
given, as already explained at pp. 27-28. 

Provision for Waste — Legal and Commercial Views. — The 
necessity for providing for all waste and depreciation preliminary to 
the ascertainment and distribution of net profits is unlikely to be ques- 
tioned by the sound business man. But it cannot be said "that this 
necessity is in all cases a matter of legal obhgation. A series of legal 
decisions, of abiding interest to accountants, beginning with L£e v. 
Neuchatel Asphalte Co., Ltd., (1889), is dealt with at some length in 
the author’s Accounting, pp. 320-327, and to those pages the student 
is referred, since to reproduce them here would be to occupy space that 
can ill be spared in this treatise. Study of these decisions will convince 
the student that, though from the legal point of view it is not always 
incumbent upon directors to provide for depreciation in wasting assets 
prior to the distribution of profits, he will be unwise to go further, as 
he sometimes does, and generalise that, legally, provision for waste 
is unnecessary. It is suggested that the most that can be inferred from 
the judgments in question is that, in any particular case, the Court will 

S 
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decide wlietlier provision for waste is or is not ncceshnry after taki np; into 
full consideration the particular circumstances of the case. Deprecia- 
tion ui jloating assets must he made good. But, in certain circunisfances, 
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tlie Court has refused to compel directors to make good waste in fixed 
assets prior to the distribution of dividends, and has also refused to 
compel directors to pay dividends where they deemed it desirable to 
retain the balance standing to the credit of Profit and Loss Account 
for the purpose of making good waste in fixed assets. 

It would appear from the cases referred to above that the Court is 
primarily concerned with the protection of creditors. A limited com- 
pany is, however, also concerned with the rights of its shareholders and 
the preservation of its capital. Hence the wise practice followed by 
directors, and by the business community generally, of creating reserves 
for all known wastage and contingencies. 

(c) Sinking Funds. 

The provisions for waste dealt with hitherto are charges against 
profits or costs of production. Certain other provisions sometimes 
become necessary, which are appropriations out of profits rather than 
cnarges against profits, such, for instance, as provisions made to meet 
accruing liabilities. These are made by means of Sinking Funds. 

Definition. — The term “ Sinking Fund ” was first used to denote 
moneys set aside by the Treasury for the reduction and ultimate 
extinction of the National Debt — to sink the National Debt. It has 
now been widely adopted by the commercial world. A sinking fund 
may be defined as a fund created by means of periodical instalments 
invested in securities, and accumulated at compound interest. The 
object of such funds is to provide a definite capital sum at a definite 
date wherewith either (a) to redeem a liability, or (b) to replace an 
asset. The chief advantage of these funds is that they avoid the heavy 
strain on the working capital of an undertaking which would result if 
a large sum of money had suddenly to be withdrawn from the business. 
Students sometimes confuse sinking funds with reserves. Reserves 
may be created for general purposes only ; sinking funds are created 
to serve a specific purpose. 

Creation of Sinking Fund.— -Sinking funds are built up by equal 
yearly or other periodical instalments, which, placed on fixed deposit 
with a bank, or invested in sound securities, will, with the interest 
earned, similarly placed on deposit or invested in the securities selected, 
provide the definite capital sum on the definite date required. The 
instalments are not a charge against profits, but they cannot be paid 
except out of profits. It is clear that when the cash instalments are 
withdrawn from the business and placed on deposit or invested, the 
transactions are merely a change from one type of asset to another. 
But the change of assets deprives the company of the power to distribute 
as dividends that portion of the profits so withdrawn. That being so, 
it is the usual practice to debit the Appropriation Section of the Profit 
and Loss Account with the instalments so withdrawn, and to credit 
the withdrawals to a Sinking Fund Account. The balance of the 
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Sinking Fund Account at any time represents the total profits set aside. 
If this practice is not followed, the result will be that a gradually 
increasing balance will be carried forward on the Profit and I.oss 
Account from year to year, although the balance is not available for 
distribution in cash. 

Instalment Calculation.— The amount of the perifjdical instal- 
ment to be set aside is based upon the following considerations : 
(a) The amount of the capital sum to be provided ; (li) the date when 
the fund will be required ; (c) the rate of compound interest expected 
to be realised on the instalments invested. On these data, any standard 
book of tables will show the amount of the annual instalment required. 

Illustration. — Z, Ltd., issued £55,000 is-year note.s. What is the 
amount of the annual inst.ilment to provide a Sinking Fund for their 
redemption, assuming that the Sinking Fund investments will earn 4 % 
per annum ? 

From interest tables it is found that the amount of an annuity of £1 
per annum payable at the end of each year for 15 years at 4 ”'1, is 
£20-0235876. Thus the amount required to accumulate £55,000 is : — 
£55,000 -r 20-0235876 >= £2,746 153, 

Uses of Sinking Funds. — It has already been shown that by various 
methods the wastage of an asset is provided for by depreciation charged 
in the Profit and Loss Account. Such processes are designed to elimi- 
nate the asset from tlie books at the close of its life, Imt they do not 
provide the money wherewith to repl-ace the asset. Hence the advantage 
of a sinking fund that actually when the need arises provides tlic 
capital sum by which such assets as Plant and Machinery, Leases, 
Buildings, Mining Rights, and the like can be replaced. A sinking 
fund is equally useful to provide funds to meet at maturity such lia- 
bilities as Debentures, I^oans, Bonds, Dilapidations under a Ix'use, 
the loss on Terminable Securities purchased at a premium, etc. 
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I’he above illustration shows the working of a sinking fund 
created to redeem a liability. The contributions to the fund are assumed 
to have been invested in gilt-edged securities producing 5 %. 

Sinking Funds Contrasted.— It may be well again to remind 
the student of the difference between a sinldng fund created to redeem 
a liability, and one created to replace an asset. 

{a) Redemption of Liability . — In this case, the instalments are 
not a charge against profits but appropriations of profits. But since 
cash has been taken out of the business, it is necessary to reserve an 
equivalent amount of profit. If the profits were divided “ up to the 
hilt” without appropriating the Sinking Fund instalment each 
year, the business would be drained of working capital. 

When a sinking fund operation matures, and the investments 
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iiave been realised, and the liability paid off, it is clear that the 
liability account and the investment account cancel each other and 
disappear from the Balance Sheet. There remains the Sinking 
Fund Account, built up by the annual apprf)prialions from Profit 
and Lo.ss Account. That account now con.stitutes a general reserve, 
created out of undivided profits, and should be transferred to 
General Reserve Account. 

(b) Replacement of an Asset. — Here, the instalments represent 
the wastage of an asset, and are charges against revenue, since they 
take the place of depreciation. The book value of the asset remains 
undisturbed until, at the close of its life, the asset account is elimi- 
nated by the transfer thereto of the Sinking Fund Account. I’he 
new asset to replace the old is purchased with the funds made 
available by the realisation of the sinking fund investments, and a 
new asset account is opened in the ledger. 

Redeemable Preference Shares. — ^Where such shares have been 
issued, and it is intended to redeem them out of profits, it is a wise 
precaution to appropriate profits year by year over the period from the 
date of issue to the date of redemption in order to build up a Fund 
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represented by readily realisable securities, otherwise the requisite cash 
may not be forthcomiirg on the redemption date without seriously 
depleting the working capital. 

Deficiency or Surplus on Realisation. — If the sinking fund has 
been invested in Stock Exchange securities, it is almost certain that 
the actual sum required will not be realised by their sale. There will 
be either a surplus or a deficiency on realisation. Any surplus should 
be carried to general reserve ; any deficiency must be treated as a loss, 
the loss being debited to Profit and Loss Account, and credited to 
Sinking Fund Investment Account. 

( d ) Reserves. 

The term “ Reserve ” is of wide import. It may be defined, 
broadly, as a provision made to meet Icnown or anticipated waste, 
liability, loss, or contingency, or as a prudent retention of profits in 
the business in order to strengthen it financially. Reserves may be 
made (a) for specific purposes, obligatory or voluntary ; (b) to meet 
contingencies ; (c) for general purposes. 

(a) Reserves for Specific Purposes . — These may include reserves 
for outstanding liabilities such as salaries, wages, commission, 
directors’ fees, rent, interest accrued, income tax, and similar 
outstanding expenses. 

{b) Reserves to meet Contingencies. — These may include claims 
pending for damages, or for workmen’s compensation, apportion- 
ment of premium income carried forward, fees paid in advance, 
provision for bad debts, discounts, and the like. 

Reserves made for purposes enumerated under («) and {/;) above 
are obligatory, and are charges against profits, but 
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(c) Reserves for General Purposes presuppose av.-iilalile jirofits 
out of which to make them, and are voluntarily made for the purpose 
of stabilising the financial position of an undertaking, e.g. a Geiieial 
Reserve Fund, Dividend Equalisation Ibnid, Pensions I'nnd, 
and the like. Stich reserves as these appear on the liabilities side 
of the Balance Sheet. 

Treatment in Accounts. — If the reserve.s are ntacle in connection 
with as-sets, their amount is deducted from the relative asset in the 
Balance Sheet, e.g. Leaseholds, Exhaustion t>f Minerals, Machinery 
and Plant, and the like. 

If the reserves are made for general purposes, they are set out 
separately under appropriate headings on the liabilities side of the 
Balance Sheet, e.g. Dividend Equalisation Fund, Employees’ Pension 
Fund, General Reserve Fund, etc. This difference in treatment should 
be noted by the student. 

If the reserves relate to outstanding expenses such as wages, 
salaries, and the like, the amount of the reserve is debited to the relative 
ledger account and brought down as a credit balance as shown on p. ac), 
and appears as a separate item after the caption " Sundry Creditors ” 
in the Balance Sheet. 

Simple as it is, the correct treatment of such reserves appears to 
present difficulty to many examination candidates and marks are lost 
accordingly. 

Illustration, — The folIowinR is extracted from an examination exercise : — 

“ When preparing the accounts fi.e. ManiifacturinR Account, Prolit 
and Loss Account, and Balance .Sheet] the subjoined information must lie 
considered : — 

((j) Three days’ wnacs, ; Office Salaries, £(>6 ; and Directors’ 

Fees, X-'ino, had accrued due as on December 31, 10. ,. 

(A) Insurance (Factory), £82, had been paid in advance.” 

The folIowinR items appeared in the B’rial Balance 

“ManiifacturinR Wages, £13,862 ; Office Salaries, £1,345 ; Diiectors’ 
Fees, £500 ; Insurance (Factory, £307 ; Office, £02), £4817.” 

Solution. — When preparing the accounts the candidate should : — - 

(t) Add ,^346 to the Manufacturing WaRea, £13,862, making the total 
debit to Manufacturing Account £14,208. 

(2) Add £g6 to Office Salaries, £1,345, rnaking the total debit to Profit 

and Loss Account £1,441. 

(3) Add £500 to Directors’ Fees, £500, making the total debit to Profit 

and Loss Account £1,000. 

(4) Deduct £82 from Factory Insurance, £397, reducing the total debit 

to Manufacturing Account to £315. 

(s) On the liahilities side of the Balance Sheet, under the item “ Sundry 
Creditors,” he should add “ Ditto, Outstanding Expenses, £042.” 
The details composing this amount may be set out, if desired, 
hut, in practice, the total only would he given. On the as.sets 
side of the Balance Sheet there should appear an item “ Unexpired 
Insurance, £82,” or some similar heading covering any expenses 
paid in advance. 
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Contingencies. — Contingent liabilities may exist which do not 
call for linancial record in the books, but to the existence of which 
attention should be called by means of a note or notes on the face of 
the Balance Sheet. Such contingent liabilities are, e.g., arrears of 
cumulative preference dividends, liability on partly paid shares, or 
bills under discount, etc. These are not actual liabilities until they 
crystallise as such, and can only be noted for the information of 
shareholders. 

Legal Position. — ^Idmited companies, unless expressly directed 
by their Articles so to do, are under no obligation to create reserves. 
The Articles of most companies, however, follow the example set by 
Table A (Art. 93) and give the directors power to make such 
reserves as they deem advisable prior to the distribution of profits. 

In a private firm, the question of reserves is, of course, decided 
at the discretion of the partners. 

Local authorities carrying on trading undertakings are under 
obligation to provide reserve funds, the amount of which is frequently 
prescribed and restricted by the Statute, Order, or Licence under 
which they work. In some cases, it is obligatory to invest reserves in 
outside secui'ities, e.g. under the Provisional Orders for the electricity 
undertakings of local authorities. No such obligations exist in connec- 
tion with non-trading sections of local administration. 

Reserve Fund or Account. — ^Examination candidates are apt to 
lay down a hard-and-fast rule that reserves must of necessity be invested 
outside the business, and further, that the term “ Fund ” is employed 
only when the reserve is separately invested, the term “ Account ” 
being used to signify that the reserve is retained in the business, and 
not separately invested. The volume of academic discussion that 
has taken place in this connection is not very enlightening from the 
student’s point of view. It might be convenient if the commercial 
community agreed to use such nomenclature, but no such agreement 
exists. Reference to published accounts will show that the two terms 
are used indiscriminately. 

It is clear that a sinking fund raised for a specific purpose must^ 
if it is to fulfil its proper function, be invested in outside securities. 
In commercial companies, where profits are withheld from distribution 
and carried to reserve to enlarge the working capital and fortify the 
financial stability of the company, the question whether the amounts 
so withheld should be separately invested is one of financial policy to 
be determined in the light of all the circumstances. The possession of 
outside investments obviously strengthens the position of a company, 
if it can afford them. It cannot, however, indulge in luxuries of this 
kind if their purchase would seriously deplete the company’s working 
capital, or if, by retaining the money in the business, it can be employed 
to far greater profit. In the case of banks, trust and financial companies, 
and in businesses where profits are liable to violent fluctuations, the 
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outside investment of reserves in readily eonvertihle securities may he 
conceded as hein^ commendable and prudent. 

Repairs and Renewals Fund. — Re.serves creaf ed for the.se purposes 
are somctiiues useful, particularly in trades .stihjeet to heavy repairs 
at irregular intervals. In such cases, the Profit and Loss Account is 
charged with equal anmial instalments, and the actual repairs, us and 
when effected, are debited against the reserve, the charge l)cing thus 
equalised as between one trading pcriorl and auotlier. 'I'he amount 
of the annual cliarge to Profit and Loss must be based on the experience 
of a series of past years, and this expeiiencc must he icvicwed and 
corrected from time to time, care being tiiken that the rc.serve account, 
in normal circumstances, remains in credit. 

Reserves for Bad Debts. — Almost every examination Tiial Balance 
includes a credit item of this kind, e.g. “ Reserve for Bad Debts, 
31st Dec. 19. . , £ 2 ^ 0 .” An extraordinary number of candidates come 
to grief when dealing with such an item, yet the treatment is so simple 
that it .should not be necessary to refer to it in an advanced treatise. 

The usual commercial practice is to reserve a fixed amount on the 
Sundry Debtors at the close of the balancing period. The Journal 
entry, if one is made, is as follows : — 
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In practice, the entry would prohaidy take the form of a direct 
transfer from Profit and Lo8.s Account to Reserve for Bad Debts 
Account. It will be dear, therefore, that when the hooks are closed a 
credit balance of £250 remains on tlie Re.serve Accoimt. This, let us 
assume, is the item that appears in the examination I'rial Balance 
referred to above. It represents the reserve made twelve months 
ago. Let us assume, further, in the Trial Balance, an item "Sundry 
Debtors, £7,000," and that the instructions state that “ a reserve for 
bad debts is to be made equal to 5 % on the Sundry Debtors.” For this 
purpose, therefore, £350 is required, but, as a Reserve of £250 already 
exists, the further charge against current profits will be, no more than 
£100, The statement in the Profit and Loss Account will be as 
follows ; — 

Reserve for Bad Debts ; — • £ s, d. £ s. d, 

Decmber 31, i<), . 350 0 0 

hess December 31, tQ, , .. ,, 230 o o 


100 o 
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and in the balance sheet as follows : — 

£ s. d. £ s. d. 

Sundry Debtors 7,000 o o 

Less Reserve 350 0 o 

■ 6,650 0 o 

The Tiial Balance may also include an item “ Bad Debts,” indi- 
cating that bad debts to the amount stated have actually occurred, and 
been written off during the year. It would not be incorrect to debit 
the amount of these debts against the reserve of ^£250, and increase the 
new reserve charge correspondingly. But it is the wiser course, and 
the usual commercial practice, to state thereserve as set out above, and to 
debit the actual bad debts in a separate item to Profit and Loss Account. 

If the amount owing by Sundry Debtors is less than in the preceding 
year, and the same rate of provision is made, an entry similar to that 
given above must be made on the credit side of the Profit and Loss 
Account, writing back that proportion of the reserve that is no longer 
required. 

A strange but common error made by examination candidates is 
to charge Profit and Loss Account with provision for bad debts at the 
rate given, but to ignore the already existing reserve. The candidate 
either fails to “ balance,” or he deducts both the old and the 
new reserves from the Sundry Debtors. 

It is the practice in some cases to take out a policy of insurance 
against losses arising from bad debts with “ Lloyd’s,” or one of the 
Insurance Companies undertaking this class of risk. In such event 
the amount of the annual premium should be charged to Profit and 
Loss Account, no further provision being necessary. 

Reserve Account for Depreciation. — Under the double-account 
system, the only method of providing for depreciation is to create 
a reserve which appears on the liabilities side of the Balance Sheet, 
the asset being left at its original cost on the assets side. The practice 
is not commended as applicable to accounts kept under the single- 
account system, and should not be followed by examination candidates, 
Depreciation in accounts kept on the single-account method should 
be deducted from the relative asset in the Balance Sheet, in order to 
show clearly its net book value at the date of the accounts. 

Reserve for Discounts. — It has already been stated that it_ is 
unusual to reserve for discount on book debts, except in trades which 
allow exceptionally large discounts. Usually, discount (which may or 
may not be claimed) is treated as a financial transaction within the period 
when it is actually allowed , But occasionally the examination candidate 
is instructed to reserve for discounts on the basis of a stated percentage 
on the book debts. In that case the procedure to be followed is identical 
with that already described in connection with bad debt reserves. In 
the still rarer event of an instruction being given to reserve for discount 
that may be secured from Sundry Creditors, the discount claimable 
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must he credited to Discount Account and debited to Discount 
Receivable Account, the balance of Discount Account being wiitten 
oil’ to Profit and Loss Account. 

Dividend Equalisation Reserve (Fund). - Companies whose 
profits are lialtle from any cause to lluctuations sometimes create a 
reserve for the purpose of maintaining a level rate ul divideml, drafts 
being made oti tlie reserve in years of lean profits for this purpose. 
Such reserves are created in the usual way by appropriations from the 
profits of good years. 

Capital Reserve. — This is a term applied to those proiils which 
are carried to reserve, because it is not prudent to appropriate them as 
ordinary revenue. Such profits may result from the sale of li.ved assets 
at a higher price than they stand at in the hooks ; from premiums 
derived from an i.ssue of sliarcs or debentures ; from the re-valuation 
of assets ; from profit.s accrued prior to incoqioration, and the like. 
Such reserves should lie separately staled in the Balance Sheet. 

It should he noted that the Capital Redemption Reserve h'lmd 
created when Redeemable Preference Shares are redeemed out of 
profits is an entirely distinct “ capital reserve " which cannot be dis- 
turbed except as provided in S. 46 (sec p. 301). 

Reserve Liability. — Tliis term is applied liy limited companies 
to that portion of their subscribed capital that can only be called up 
in the event of liquidation. Under S. 49 of the Coynpanm Act, 1929, 
a company may, by special resolution, take power to determine tluU a 
specified portion of each share shall remain uncalled, except in the event 
of liquidatiotv. Banking companies, for example, frequently maintain 
considerable reserve liability on their shares for the protection of their 
customers. 

Secret Reserves. — It is the practice of banks, fmaneiai homscs, 
and sometimes of commercial firms, to ueeuinulate reserves out of 
profits, and not to disclose them in the accounts. 'I’here are various 
ways of creating such reserves : assets may be maintained at cost 
notwithstanding that they have approeiatetl heavily ; capital expendi- 
ture may be charged to revenue ; assets may be altogether written off 
and eliminated from the Balance Sheet ; liabilities may be overstated 
by means of excessive reserves ; over-provision may be made for 
contingencies, such as bad debts, etc., and the reserve be included with 
the Sundry Creditors ; stock may be undervalued, and the like. 

The ethics of secret reserves have been debated for years, but 
the arguments of the disputants cannot be followed here. The author 
may, however, be permitted to say that he sees no reason to revise 
the remarks made in Accoimting, at p. 97, viz. that : — 

(«) The creation of secret reserves, within reasonable limits, is 
widely approved by financial authorities. 

{b) Many items in a Balance Sheet must of necessity be based 
upon estimate only. To the extent, therefore, that the temperament 
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of the person who constructs it is prudently biassed to that extent 
will secret reserves always exist. The reserves may be small or 
large, but they will be there. 

(c) In the author’s opinion, this is not a question that admits 
of hard-and-fast decision. 

Each case must be judged on its merits, remembering that the duty 
of directors is, primarily, to the company as a company and not to 
the shareholders of to-day or to-morroAV as individuals. 

The interests of the company as a continuing business are para- 
mount, the interest of the temporary or speculative shareholder being 
strictly subordinate thereto. In any case, auditors have power, fortified 
by the decision in Newton v. The Birmingham Small Arms Co., Ltd., 
[1906], to report to the shareholders if, in their opinion, the power to 
create secret reserves is being improperly used by directors. 

P'rom the dicta in the same case it may also be assumed that an 
auditor is not bound to disclose in his report the fact that secret 
reserves exist, provided he is satisfied that the reserve is employed to 
the benefit and in the interests of the company as a whole. “ The 
purpose of the Balance Sheet is primarily to show that the financial 
position of the company is at least as good sr there stated and not 
to show that it is not or may not be better ” {Buckley, J.), 

It has already been stated that, in most circumstances, directors 
of limited companies have ample power to use their discretion in making 
reserves prior to the distribution of profits. It may be added that, 
by S. 21 of the Finance Act, 1922,33 arntnAe^hy the Finance Acts, 1927 
and 1928, certain companies withholding income from distribution by 
carrying amounts to leserve or otherwise, with a view to enabling 
shareholders to avoid payment of sur-tax, may themselves become liable 
to the tax. 

Past Losses. — The examination candidate is prone to declare with 
emphasis that past losses brought forward must be made good out of 
current profits before the distribution of dividends is possible. As a 
business policy, this is no doubt wise, but it cannot be said that com- 
panies are always legally obliged to make good past losses before 
declaring dividends. It would appear that continuity cannot be 
claimed for the Profit and Loss Account, and the Courts have refused 
to lay down a rule that the profits of a current year may not be distri- 
buted if a debit balance from previous years remains to be dealt with 
{Ammonia Soda Co. v. Chamberlain, [1918] ; Stapley v. Read, [1924]). 

IV. Appropriation Account. 

Some examination candidates treat the Appropriation Account as 
a distinct account under a separate heading, whereas it is merely the 
final section of the Profit and Loss Account. Some companies refer 
to this statement as the Net Profit Account, or the Net Revenue Account. 
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An Appropriation Section is particularly necessary in the case of 
limited companies, but it is also applicable and valuable in partnership 
accounts. By carrying down the Isalance of net proiit for the year to 
an Appropriation Section, the Profit and Loss Account is freed from 
the details showing the manner in which that profit is appropriated, 
permitting tlie Profit and Loss Account to give a dear view of the 
gross revenue earned for the year, the expenses incurred in earning 
that revenue, the net amount of the revenue earned, and facilitating 
comparisons with previous years. 

When preparing solutions to examination questions, some candi- 
dates lose marks because they debit the Profit and Loss Account with 
all dividends paid, transfers to reserve, manager’s commission on net 
profits, and the like, and credit the account with the balance brought 
forward from last year, d’his procedure does not, of course, alfect the 
net balance available for distribution, but it reveals want of knowledge of 
modern practice, and it defeats the object of the Profit and Loss Account, 
which is to show at a glance the result of the current year’s working. 

Again, some candidates prepare an appropriation section but mar 
its effectiveness by debiting it with such items a.s depreciation, deben- 
ture interest, and the like, which are charges against the profit for the 
year, and not appropriations of profit available for distribution. 
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10% on Oulinary 
Shares paulDpn. ai, 


6,200 




y' 







19 


0 

0 


y 






,, Preliminary Ex- 
penses written off.. 


962 

0 

0 







30 

„ Biilance carried 





^y 






down 


12,162 

0 

0 


y^ 







£ 

34,32^ 

0 

0 



£ 

24,324 

0 

0 







10... 
Tune 30 

By Balance brought 












down 


T2,rfi2 

0 

0 


In practice, the entries recording the appropriations made in the 
above account would be made direct from the Profit and Loss Account. 
If journalised, the entries would be as follows ; — 
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JOURNAL. 


10* •• 
Junes® 

PiofU and T.oss Aoruuiit (Appropi i.Uhm SrcUon) Dr, 

To Ri serve Aciomu .. .. 

,, rreiuniuaiy ivxpenses Af rount 

Rcmi? anioniit ii.mbfftrrc'l to Rebprve and amount 
wntten oH Piehrniiiaiy Expenses as per resolu- 
tion of directors. 


£ 

3,t62 

s. 

0 

d. 

0 

£ 

2,500 

962 

s. 

0 

0 

t. 3« 

RrofU .md At lovint (\pproiniiitum SetUun) Di. 

To Intt'rim J)iVRlofKl (Oitlin.izy Shares) . . . . 

,, Dividcnii on fj ‘^,0 PreferencR Sh.ires 

Being transler of dividends paid on the above 
sharos (hiring tlie year ended June 30, 19. .. 


8,700 

0 

0 

6,200 

2,500 

0 

0 


The Directors’ Repoi t must contain a statement showing how the 
Board proposes to deal with the balance of profit shown by the Appro- 
priation Account as being available for distribution (see pp. 359-361). 


EXAMINATION QUESTIONS. 

1 . Indicate the difference between : (i) Receipts and Payments Account ; 
(a) Income and Expenditure Account ; (3) Revenue Account ; (4) Profit 
and Loss Account. {Incorporated Secretaries) 

2 . Briefly state the considerations which would guide you in allocating 
expenditure as between Capital and Revenue. {Royal Society Arts.) 

3 . “ I'lie nice adjustment of Expenditure between Capital and Revenue 

is often a difficult task.” ... 

In illustration of the above statement, describe two imaginary items of 
Expenditure incurred by a limited company which need so adjusting. 

Give the entries you would make and your reasons for the treatment you 
adopt. {Royal Society Arts) 

4 . Explain the principles you would adopt when allocating the under- 
mentioned expenditure as between Capital and Revenue : (a) Stock (valued 
at £23,000) destroyed by fiie, for which £24,860 was received from the 
Insurance Company, {b) Installation of electric power in a factory in place 
of steam, (c) Structural alterations to freehold factory, (d) Amortisation 
of lease, (a) Loss on sale of machinery. {Chartered Accountants) 

5. Set out shortly the several matters calling for special attention before 
the closing of the books at a balancing period. {Chartered Secretaries) 

6 . How should “ Goods in Transit ” be treated for Balance Sheet purposes ? 
{London Association Accountants) 

7 . In some trades, goods are delivered accompanied by invoices dated 

two or three months ahead. j.. , • . 

Does this practice call for any special treatment from an auditm s point 
of view ? If so, describe the procedure you would adopt. {Chartered 
Accountants) 

8. Select one only of the undermentioned cases and state how stock should 
be taken, and the evidence you would require as to its existence and the 
value placed upon it ( {a) Tobacco importer with goods in bond. (6) An 
export merchant with unsold consignments outstanding abroad, (c) A 
contractor with several uncompleted contracts in progress. {Royal Society 
Arts) 


64 HIGHER B 00 K.-KEEP 1 HG AND ACCOTiN'l'K 


9 . The following items apiK'ur in the Jlal.iiicc Sheet of u limited company; 
Stock Ilf Goods, I’loduce and Debts in Afiicii, and Goods in Wau-honse in 
Liverpool and elsevrhere, jta, 239.636 9s. 2d. ; Shipments in Transit Outward, 
Cgbfisz 14s. yd. ; Pioducc in Tiansit Ilomcwaut and in .Store in fat ei pool 
and elsewhere, £209,224 i.^s. Od. ; Investments in, and .'Vrcouins Gurrent 
with. Allied and .Subsidiary CompanieR, £7,6.f0|003 i6s. yd. ; Miscellaneous 
Investments, £110,853 6s. 8d. 

In auditing the books of the company, how would yon veiify the coiicctness 
of the.se figures ? {Incorpuratcd AcLuuntimts.) 

10 . Would you defentl, and if so, on what ground.s, the non-presentation 
by a manufacturing company of its 'I’ladmg and Prolit and Loss Accounts 
at its annual meeting ? (Vliartetcd Accountanli.) 

11 . Is the Prolit and Lo.ss Account, as set out helow, pioperly drawn 
up ? If not, submit the account as you would piesent it. 


PROFIT AND LOSS ACCOUNT. DECEiMIlER aisx. 


Dr. 


To SaltUU'S .. .. 

,, Uepu't latioa .. 

„ I'llU Ildi-f'D .. 

,, Returns .* .. 310 

II iOlbCOlllltS 4 * 44 44 44 •• 4 * *4.*^ 

,1 Dwidclut pau! 3,S}2 

„ PirtH'.tms' I'ycs .. 1,000 

„ Trudf' I'xprnsf's i,2no 

,, Dividend (5 % foi 4. .. .. <),2ui> 

,, MiUiufdrturiMK \V,4»cs 3,-f>o 

,, TrausufcT 10 Ko'-oivo Acimiiit . .. 

4, Baliiiitu earned to UiiUma* bhtvl .. a,.Sj'0 


DyStfiik 18,200 

„ j.ULUaiy 1st .. .4 v, {uu 

„ Inturfst on invi'itinpnls .. 3,400 

„ L(\i, Loss on Sale ul luvf yt- 

ments <)oo 


„ lUliiiiLe fioui last ycai's aicMint 

„ Sales 

„ I'tioi in Books 4 . 

„ Uitolauucd Dividends 


Ck. 

I 


800 


2, ‘><10 
4 . 3 -Ji 
59 , 'MO 
120 
331 


4 f»8,ti02 


4 <’ 8,«302 


(Knytil Sucit'ty ^Irts.) 


12 


The following is the Trial llalance o( it comp, my on December 3iBt : — 


Stock, January ist . 
Hook Debts 
Plant and Machinery 

Wages 

.Salaries 

Prefeicnee Shines . 
Ordinary Shares 

Freeholds 

Creditor.s 

General Reserve 
Travelling Expenses 
Purchases . . 

Sales 

Cash 


J)n. 

. . .’*.,000 

• 4 42)000 

. . 1 ,000 

Cu. 

500 


. . zoo 

2,500 

2,500 

V. 3,000 

0 0 

0 0 

0 0 

. . 250 


. . 10,000 

15,000 

* ‘ 3 


£22,000 

£22,000 


Stock on December 31st was £2,500. 

It is resolved ; To write to % off Plant and Machinery ; to reseive on 
Bad and Doubtful Debts Account to % olf Rook Debts ; to place £100 
to a Bonus Fund for the Stuff; to place £1,250 to General Reserve; to 
pay S % on the Preference Shares, less tax ; to pay 0 % on the Ordinary 
Shares, free of tax ; and to carry the balance foiward. 
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Prepaie the Trading and Profit and Loss Account for the year, and the 
Balance Sheet as at its close, after appropriating the profits as directed. 
{Chartered Accountants^ 

13 . The Alpha Manufacturing Co., Ltd., had a nominal capital of £20,000, 
divided into r2,ooo “ A ” shares and 8,000 " E ” shares of £i each, of which 
10,000 “ A ” and 5,000 " B ” shares were issued and fully paid up. 

The Company’s articles provided that the profits should be divided as 
follows, so far^ as the general meeting might decide : (i) In payment of 
a cumulative dividend of 10 % on the " A ” and 20 % on the “ B ” shares. 

(2) In payment of a non-cumulative dividend of 15 % on the “B ” shares. 

(3) In payment of a non-cumulative dividend of 7^ % on the “ A ” 
shares, (4) In payment of a further dividend pro rata, but so that the 
dividend on each " B ” share should be twice that on each “ A ” share. 

The general manager was entitled to a bonus of £10 for each i % dividend 
paid on the " A ” shares above to %. 

The profits for the year 19.. amounted to £9,000, and there was an 
undistributed balance from 19, . of £3,500. 

The general meeting decided to pay the dividends under (i), (2), and 
(3) above, and a further dividend under (4) of 7J % on the “ A ” and 15 % 
on the “ B ” shares ; and, after providing for the general manager’s bonus, 
to place one-half of the balance to Reserve Fund, and carry the other half 
forward to next year. 

Make out the Appropriation Account. {Chartered Accountants.) 

14 . Prepare from the following figures a Balance Sheet, Trading Account, 
and Profit and Loss Account as at December 31, 19. . : — 

Factory Buildings (Cost), £30,000 ; Leasehold Properties, £24,000 ; 
Wages (Factory), £72,800 ; Salaries (Office), £7,900 ; Ground Rents pur- 
chased, £6,700 ; Advertising Expenses, £17,000 ; Sundry Creditors, £26,606 ; 
Sundry Debtors, £34,000 ; Bills Receivable, £23,200 ; Law Charges, £300 ; 
Repairs and Replacements (Factory), £1,700 ; Loose Tools, £2,800 ; Travelling 
Expenses, £4,102; Capital Account: 100,000 £i shares issued Ordinary, 
fully paid ; 50,000 £i shares issued Preference, los. paid ; Sales, £404,000 ; 
Purchases, £202,000; Furniture and Fixtures (Office), £3,010; Stock at 
January 1, 19. .,£38,000 ; Freight and Insurance, £1,900 ; Bank Charges, £73 ; 
Cash at Bank, £3,000 ; Profit and Loss Account, Credit Balance, January i, 
t 9 -‘i £23,000; Goodwill, £30,000; Returns (Sales Account), £4,002; 
Discounts (Dr.), £1,990; Discounts (Cr.), £3,080; Plant and Machinery, 
£27,000 ; Investments, £46,209. 

The Stock at the end of the period was valued at £35,000. 

In the preparation of the accounts allow for Depreciation as follows : 
so % of the Tools Account, 5 % of the Furniture, 10 % of the Plant. 

Create also a Reserve of yi % on the value of the Leaseholds and 20 % 
on the value of the Investments, . 

Provide also for a further £10,000 due on Advertising Account. (Chartered 
Secretaries,) „ 

15 . A company purchased a business as a going concern on ^nuary 1 , 
19. . , with the right to the profits from October lat previous. The Capital is : 
5 % Preference Shares, £50,000; 6 % Preferred Ordinary Shares, £50,000 ; 
Deferred Ordinary Shares, £24,800. The year’s profits to September 30th 
following the date of purchase are found to be £7,664. What appropriation 
of such profits should you make ? (Chartered Accountants.) 

16 . Criticism is sometimes made that audited Balance Sheets and Accounts 
do not show clearly the appropriation of the balances at the credit of Profit 
and Loss Accounts. Give an instance (dealing with the figure of any 
account with which you may be familiar) of the manner in which in your 
opinion they should be presented to shareholders. (Incorporated Accountants.) 
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17 . Give a short desci iption of each of the followiiiR methods of providing 
for depieciaiion : Fixed InstaUnem System ; Reducing Instalment System ; 
Depreciation Fund System ; Insurance Policy System. 

Which, if any, of the fotegoing systems of providing for depreciation 
would you recommend should be adopted in the cmic of a stud of horses ? 
{London Association Accountants.) 

18 . Describe and contrast : (i) A Reserve which is a charge against 
profits ; and (a) a Reserve which is an appropriation from pioiita. 

Give an iliustratiun of a reserve of each class, and .state how they .sliould 
appear in the accounts of a limited company, and describe an auditor’s duty 
in relation tliereto. {C/imteied Aicotmlaitis.) 

19 . What do you understand by an Appropriation Account ? Should 
any of the following items appear in such nn account : Salaiy of Manager ; 
Interest on Debentures ; Managing Directoi’s Remuneration ; Dividend on 
Ordinary Shares ; Transfer to Reserve Account .> Illustrate your answer 
with a pro-forma Appropriation Account, inserting imaginary figures. 
{Incorporated Secretaries.) 

20 . Give two examples demonstrating how capital reserves — as distin- 
guished from jeserves created out of revenue — may arise. 

Illustrate your answer by giving the eiitiics you would make in the 
books and published accounts in respect of the examples you select. {Royal 
Society Arts.) 

21 . Describe the expenditure which, in your opinion, nray be legitimately 
debited to Preliminary Expenses Account by a newly registered limited 
company. 

State how you would deal with this expenditure in the boolts and published 
accounts of the company. {London Chamber Commerce.) 

22 . 

PROFIT AND LOSS ACCOUNT, DECEMBER 31, 19... 


To liiilaneo from tg. . .. 3,682 

,, Dopreciutiun .. .. 1,521 

„ Manager’s Commission 

on net Trading Pi ofit 393 

„ Loss on Sale of Invo.st- 
ments, less Interest 

received 1,721 

„ Sales Returns . . . . 940 

,, Directors’ Fees .. .. 1,000 

„ Proposed 5 % Dividend 

for year 19 S,ooo 

„ Transfer to Reserve ,, 1,000 

„ Balance carried down 1,300 


£ 1 6,457 


By Balance from Trading 

Account 14,766 

„ Increase in Stock .. 1,241 

„ Undrawn Dividend.s . . 200 

„ 'I’ransfer from Bad Debt 

Reserve 250 


£16 , 457 


If, in your opinion, the above Profit and Loss Account is not correctly 
drawn up, criticise and amend it, {Royal Society Arts.) 
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RECEIPTS AND PAYMENTS ACCOUNTS. INCOME AND 
EXPENDITURE ACCOUNTS. REVENUE ACCOUNTS 

The student’s early studies in book-keeping should have familiarised 
him with these accounts. But examination experience goes to show 
that many candidates fail to understand them in all their essentials, 
and confuse their distinctions. It appears, therefore, to be advisable 
to define briefly their characteristics. 

I. Receipts and Payments Accounts. 

This is the simplest form in which a treasurer or other official of a 
non-trading institution or club can render an account of his steward- 
ship. The account should consist of a classified summary of the actual 
cash receipts and payments for a particular period, showing the balance 
of cash in hand at the beginning and end of the period. No account 
is taken of any outstanding income or liabilities ; the figures are confined 
to cash received and paid during the period. Benevolent, athletic, 
sporting, and social institutions or clubs frequently adopt this form of 
accounting to members and subscribers, the account usually being 
accompanied by an appeal for further subscriptions or donations I 
As this kind of account is a condensed summary of the Cash Book, 
the receipts should be set out on the debit side and the payments 
on the credit side, and the balance of the account be carried forward 
to the next financial period. 

Illustration. — ^The tieasurer of the Dingley Dell Cricket Club started 
the year with a balance in hand of £14 8s. At the close of the season he 
analysed his Cash Book and submitted the following account : — 

The Treasurer in account with 


The Dingley Dell Cricket Club for the year ended October 31,19... 



i 

a. 

d. 


£ 


d- 

To Balance brouglit forwaid ftoin 




By Wages : Groundman, Umpires, 




last year 

14 

S 

0 

and Professional Coaches . . 

538 

10 

Q 

„ Subscriptions 

S 90 

3 

0 

„ Repairs to Pavilion 

31 

4 

I 

„ Donations ' . . 

10 

0 

0 

„ Purchases ; Mower, Bats, and 




„ Gate Money at Matches . . • • 

?5 

4 

I 

Cricket Sundries 

51 

8 

7 





„ Lunches and Teas £88 4 7 








Less Receipts . . 71 a 4 









17 

2 

3 





,, Travelling Expenses of Team to 








Matches away 

19 

4 

9 





„ Secretary’s Expenses; Postage, 








Stationery, etc, 


9 

4 





„ Balance earned down . . . . . 

3 « 

15 

I 



H 

I 


£ 08 g 

14 

1 

To Balance brought down . . . . 

38 

15 

I 
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The above account is correctly presented, and meets the need of 
the case, if we assume that the Cricket Ground and Pavilion are lent 
to the Club free of charge, and that no subscriptions or liabilities are 
outstanding. 

But the student must realise that, in many instances, such an 
account does not reveal the acUtal income for the period it purports 
to cover. It includes the balance from the previous period, and may 
also include receipts and payments belonging to previous or succeeding 
years, e.g. subscriptions or rent in arrear or paid in advance. Further- 
more, capital receipts and expenditure may be included, and outstanding 
liabilities and income be disregarded. Thus, in the above illustration, 
assume for the sake of argument that the Club had acquired the Pavilion 
for f^ 6 o, and that a subscriber had paid ,^4 4s., representing £z zs. 
subscription for the current year and zs. outstanding for the 
previous year ; yet the whole of the ,^4 4s. would be included in the 
item “ Subscriptions, ,^590 zs.,” and the capital expenditure of £fio 
would have appeared as a payment. 

If the receipts and payments are numerous, a Tabular Cash Book 
will save the treasurer considerable trouble when preparing his account. 

II. Income and Expenditure Accounts. 

As pointed out above, a Receipts and Payments Account does 
not necessarily show the actual income for the period covered by the 
account. It is the object of an Income and Expenditure Account 
precisely to ascertain and show that actual income. In other words, 
the function of this account, as employed by non-trading concerns, is 
exactly the same as that of the Profit and Loss Account of a commercial 
undertaking. It should include the whole of the income and expen- 
diture appertaining to the period covered, no matter whether it is 
actually received or paid, or not. Examination candidates not infre- 
quently state that an Income and Expenditure Account should include 
all income and expenditure due for payment within the period. This 
is incorrect. The account should include all income and expenditure 
appertaining to the period whether due for payment or not. That being 
so, apportionment must be made of any accruing income applicable to 
the period, and also of any outstanding charges for the period not yet 
due for payment. It is clear that these accounts pre-suppose double- 
entry book-keeping and demand a correlative Balance Sheet. 

A company to which the Companies Act, igzq, applies is obliged to 
lay before a General Meeting at least once in every calendar year an 
Income and Expenditure Account if it does not present a Profit and 
Loss Account. 

The construction of an Income and Expenditure Account being 
in essence the same as that of a Profit and Loss Account, it follows 
that the income will appear on the credit, and the outgoings properly 
chargeable against the income on the debit, side of the account. And 
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since all outstanding income and liabilities have been taken into 
account, it also follows that the account must be conjoined with a 
Balance Sheet disclosing the financial position at the end of the period. 
The balance of the Income and Expenditure Account represents the 
surplus or deficiency for the period, and must be added to, or deducted 
from, the “ Capital " or “ Surplus ” fund in the Balance Sheet. 

The Income and Expenditure Account forms an integral part of 
the accounts in a system of double-entry book-keeping, just as a Profit 
and Loss Account does, whereas a Receipts and Payments Account 
is a cash statement forming no part of the book-keeping system. 

Inspection of the published accounts of non-trading institutions, 
societies, and clubs reveals an astonishing variety of statements which 
are frequently as inaccurate and misleading in results as they are 
unhappy in nomenclature, ranging as that does from “ Cash Account,” 
“ Receipts and Payments,” “ Receipts and Expenditure,” “ Income 
and Expenditure,” ” Income and Payments ” to “ Balance Sheet ” 1 
It may be well, therefore, to recapitulate briefly the essential differences 
between Receipts and Payments Accounts, and Income and Expen- 
diture Accounts. 

Receipts and Payments Account. Income and Expenditure Account, 

This is nothing more than a This account shows the actual 
ckssified summary of the Cash Book income for the current period only, 
for a stated period. It deals with together with the expenditure charge- 
all cash received and paid during able against that income, whether 
the period, irrespective of the year such income or expenditure is due 
to which it may relate. No attempt or has been discharged or not within 
is made to arrive at the income for the period. The resulting balance 
the period, and no distinction is shows the extent to which the 
made between Capital and Revenue income exceeds or falls short of the 
receipts or payments. The resulting expenditure for the period. Since 
balance represents the unexpended the account deals with outstanding 
cash in hand or at the bank. Where income and/or expenditure, it must be 
no property or assets (other than cash) accompanied by its relative Balance 
is held, and no liabilities exist, such an Sheet, 
account meets the needs of the case, 
and no Balance Sheet is necessary. 

Illustration. — The following particulars relate to The Muggleton 
Horticultural Society for the year ended December 31,19..: — 

At the beginning of the year. — Cash in Bank, £189 ; War Loan in hand, 
£loo (at cost), accrued interest thereon, £2 los. ; Tents, Staging, etc., as 
per valuation, £125 ; Subscriptions Outstanding, £24 (received during 
year) ; Tradesman’s Bill for Prizes Outstanding, £g (paid during year). 

During the year. — Subscriptions and Donations Received, £324; 
Exhibitors’ Entrance Fees, £89 los. ; Advertisements in Show Catalogue 
Received, £36 ; Admission Money to Show, £129 8s. ; Cost of Prizes 
and Competitions, £142 4s. 6d. ; Sale of Catalogues, £3 6s. 6d. ; Cost 
of Band, £28 ; Printing and Stationery, £38 ; Rent paid for Extra Staging 
and Chairs, £10 ; Entertainment Tax, £8 4s. ; Police and Labour, 
£io IQS. 6d. ; Judges’ Fees, £s 5s. ; Cost of New Marquee purchased, 
£130 ; Entrance Fees, Sports, and Competitions £41 ; Chair Hire received, 
£2 6s. ; Proceed? of Concert, £12 8s. 6d, ; Cost of New Staging and Show 
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"J’ubles pxirchased, .£36 10s. ^ Uefrcahmenls : Coat, la. 4ci. ; Saks, 
;^{i4 gs. ; Interest on War Loan (t8 moinhs), ^'7 jos. ; Donations made 
to : Muggleton Cottage Hospital, £100 ; Loanishue County Hospital, £100 ; 
War Loan purchased (December agth), cost, £101. 

At end oj year . — Subscriptions Outstanding, £21 ; Exhibitors’ Entrance 
Fees Outstanding, £10 10s. ; Advertisements in Show Catalogue Out- 
standing, £8 93. ()d. ; Printing and Stationery, amount owing, £3 2s. 6d. 

The Secretary circulated the following account to niembeis and 
subscribers : — 


Muggleton Horticultural Society. 

BALANCE SHEET, 19... 


Balance fiam last year .. 
Subacriptiojia and Donations . . 
Exhibitors’ Fees (Show) , , . . 

Competition Fees (Sports) 
Broceeds of Concert . , 

Profit on Refreshments . , . , 

Interest {War I-oaii) . . . . . . 

Receipts from Advcrtisomcnls . 

Adinission Money 

Sale of Caltdogups 

Chair Hire Received . . . . . . 


lialancQ brouglU down 


I 

s. 

<1. 


c 


d. 

IS9 

0 

0 

Piires and CVitnpelUiOJis . . 

142 

4 

6 

334 

0 

0 

Cosit of Baiul 


m 

Q 

»9 

ro 

0 

Piiiitiiig and Statjonrry . . 

3 ^’ 

0 

0 

41 

0 

0 

Kent of Strigmg and Chairs . . 

lo 

0 

0 

12 

8 

fl 

hiitrrtainment lax .. 

H 

.} 

0 

12 

7 

8 

I'ohce and Labour . t . . . . 

to 

IQ 

6 

7 

10 

0 

Judgps’ Fees 

5 

i 

0 

3a 

0 

0 

Marquee Purcha‘icd . . 

ISO 

1 

0 

129 

8 

0 

New Staging and bhow Tabhi*; 

30 


0 

3 

G 

f 

Donationb : — 


■ 


2 

G 

0 

Mus^leton CottaRe II«ibiiil.iI 

lOi) 

0 

0 




Loamshire Coimtv Hobjutal . . 

TUu 

0 

0 




War Loan Purrhasud 

XOI 

0 

0 




Balance carried ilowu . , . » 

llh 

^3 

8 


— 

— 






ifi 

8 


^S 4 fi 

If) 

s 


■M 






1 X 6 

13 

R 






It is needless to say that tlie above Statcnieiit is not a Balance 
Sheet. It is merely an analysis of the cash receipts and payments for 
the year. It docs not show the financial result of the Society’s Annual 
Show, neither does it disclose the financial position of the Society at 
the close of the year. As the Society possesses property and has 
outstanding assets and a liability, a Balance Sheet should be prepared, 
E'urthermore, the chief object of the Society being to hold an animal 
show, the accounts sliould disclose the actual finnndal result of each 
show. Before proceeding further, the student is advised to prepare 
accounts from the figures given for comparison with those that follow. 


In order to draw up a Balance Sheet, the financial position at the 
beginning of the year must be established. This appears to have been 
as follows : — 


Assets. £ s, d. 

Cash at Bank 189 o o 

War Loan and Interest accrued , . 102 ro o 

Tents, Staging, etc. .. ., 125 o o 

Debtors for Subscriptions 24 o o 


Less Liability ' — 
Tradesman’s Bill (Prizes) 


440 I o o 
900 


Capita! (or Surplus) Fund , , 


£431 10 o 
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An Income and Expenditure Account and a Balance Sheet can now 
be piepaicd as under : — 

MiiggleWn Horticwltural Society. 

INCOME AND EXPItNDI'rURE ACCOUNT FOR TI-IE YEAR 
ENDED DECEMBER 31, 19.,. 

Du. Cu. 



£ 

s. 

d. 


£ 


d. 

To Pri?e5 and Conipetitiori'i . . . . 


4 

b 

By Subscriptions and Donations . . 

331 

0 

0 

„ Cost of Band 


0 


„ Exhibitors' Fees (Show) . . 

xoo 

0 

0 

„ Printing and Stationerv . . . . 

41 

2 

6 

„ Entrance Fees (Sports) 

4 -^ 

0 

0 







8 


'' Efitfitaimnent Tax 

s 

4 

0 

„ Advertisements m Catalogue . . 

44 

Q 

6 




c 



6 

6 















8 

6 

Muggleton Cottage Hospital . . 

TOO 

0 


Refreshment Sales £84 9 0 




Loamshin’ County Hospital . 

roo 

0 


Less Purchases, etc. 72 1 4 





234 

10 



13 

7 

8 





„ Interest on War Lo«in . . , . 

5 

0 

0 


£671 

6 

I 


£671 

6 

2 


BALANCE SHEET, DECEMBER 31, 19,.. 



£ 

3 . 

d. 


£ 

S. 

d. 

Capital Fund 




Tents, Stapling, etc. . . £125 0 0 




As on Deo. 3 t, 10 . • £43^ xoo 




Additions during the year i86 xo o 




Surplus from Income 





311 

10 

0 

and Expimditure Ac- 




Sundry Debtors 

30 

X9 

6 

count 23 . 1 . xo 8 

1 

1 


War Loan at Cost 

20X 

0 

0 


OGG, 

0 

8 

Cash at Bank 

iiC 

13 

8 

Sundry Creditor 

3 

2 

0 






£CjOg 

3 

3 


£669 

2 

2 


EXAMINATION QUESTION. 

The account set out below has been submitted to you for audit. If you 
do not approve of it, criticise and amend it. 


Loamshiro Entomological Society, 


INCOME AND EXPENDITURE ACCOUNT, DECEMBER 31. i 9 --- 


h =• 

To Entrance Fees (so at fro los.) , , sio o o 

„ Fees ior Life Membership (5 at 

los.) 362 xo 0 

„ Annual Subscrip- 
tions iEi ,564 0 o 

„ Ditto, paid ill ad- 
vance . . . . 65 0 o 

■I1629 o 0 

„ Interest on Wa-- Loan . . . * 77100 

„ Sundry Receipts 62 8 6 

„ Balance from last year .. ..1,23613 4 


£3,478 1 10 


Cr. 

£ s. d, 

By Salanes and Wages 675 0 o 

,, Secretary’s Salary 350 0 o 

„ Kent, Rates, etc 1,264 10 6 

„ Printing ana Postages . . . . 36 18 

,, Repairs to Premises . . . . . . 124 i 4 

„ Interest on Bank Loan .... 57 7 4 

„ Balance carried down. . .. .. 97° 4 ^ 


£3,478 1 10 


To Balance brought down . • . . 97® 4 ^ 


Treasxjiier*s Notes,-— The Subscriptions in arrear amount to 
Sundry Tradesmen's bills, £42 4s* were outstanding on Deceniber 31st, 
but have since been paid. The Secretary’s salary, though sanctioned by 
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resolution of the Committee, has not yet been paid. The War Loan (1939-47), 
;i{,’2,ooo, was purchaseU at yHA. 'riic lease nf the Club prcniisos (if) years 
til run) cost £2,124. The balance of the Hank Loan now outstanding is 
£1,000, secuied by nioitjiage on the loa.sehold premises. {(Chartered 
ArcDimUints. Jntcrmcilialc^ 

Snlution. 

(а) Criiidsm . — Tlw account submitted is not aii Income and Expenditure 
Account ; it is merely an analy.sis of the cash receipts and payments for the 
year, except that the Sccietary’s salaty (£350) bas included as a payment, 
whereas the Trea.surei’s note states that the amount is still outstanding. 
It appears, therefore, that the Cash in hand should be £1,320 4s. id., and not 
£970 4s. id. as stated. 

(б) Amendmenl.—As this Society posse.sse.s assets and is liable for 
outstanding debts, the accounts should be presented in the form of an 
Income and ExpendiUue Account showing the actual income of the year, 
and a Balance Sheet disclosing the financial position at the close of the year. 

Preliminary to the preparation of these accounts, the position of affairs 
at the beginning of the year must he asceiiained as follows ; — 


.Assets. £ s. d. 

CashatBank 1.23C' 13 4 

War Loan at 981 i> 97 ° ° 0 

Lease •• 2,124 o o 


Less Liability — 
Bank Loan 


£ 5 . 3 Jo LI 4 
1 ,000 o o 


Capital {or Surplus) Pund 


£4.3.1° 13 4 


Loamshire Entomological Society. 


INCOME AND EXPENDITUUE ACCOUNT FOR THE YEAR 
Da. ENDED DECEMBER 31, iq... Ca, 


To Salaries and Wages . , 
,, Secretary’s Salary .. 
M Kent, Uates, etc.. 

„ Printing and PoiitaRes 
,, Repairs to Tremibcs . . 
,, Interest on Bank Loan 
„ E-xpenses outstanding 


£ 

s. 

d. 


£ 


d. 

075 

0 

0 

By Eutrnnee Rees .. 

2IU 

0 

0 

350 

{> 

0 

„ letsiur I.iic Mcmbpiship 

262 

to 

0 


10 

6 

,, Animat Sulnciiptions .. .. 


0 

0 

. 3 <‘ 

l« 


„ Intcu’St oil War l.o.\n . . 

77 

10 

0 


J 

•t 

SuiHlry Uei plins 

62 

8 

6 

.I? 

7 

4 

„ Balaiu’CcmncrltoC.upilal bund, 




4a 

4 

0 

lacing excess of expenillturo 







ovm: income , . , . » . . . 

232 

13 

9 

S ,550 

2 

3 

£ 

3,550 

2 

3 


BALANCE SHEET, DECEMBER 31, 19.., 



£ 

s. 

d. 


£ 

S. 

d. 

Capital Fund as on 




Lease at Cost 

3,124 

0 

0 

December 31, tg.. £.1,330 13 4 




War I-o.in at Cost . . . . . . 

1,970 

0 

0 

Less Income and Ex* 




Sundry Debtors 

I 2 I 

0 

0 

penditure Account 252 13 9 




Cash at Bank . , . . . . 

1,320 

4 

I 

•— 

4.077 

19 

7 





Sundry Creditors .. .. 

457 

A 

(J 





Bank lAjau (securpil on leasehold 








property) 

1,000 

0 

0 





£ 

3,535 

4 

1 

£ 

5.533 

4 

r 


Note. — No provision has been made for wastage of the Lease. 
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Hospital Income and Expenditure Accounts. — Specified forms 
of account, drafted by a well-known chartered accountant, must be 
adopted by hospitals desiring to participate in the “King Edward ” 
and similar Hospital Funds. 

in. Revenue Accounts. 

The object of a Revenue Account is to ascertain the net profit, 
or income, for the financial period to which it relates, and it can be 
prepared only from a set of books kept on double-entry principles. 

The term “ Revenue Account ” is used chiefly by Assurance 
Companies, and non-trading undertakings which derive their income 
from Investments, Royalties, Rents, and similar sources. Parliamentary 
companies, under statutory obligation to employ the double-account 
system, necessarily adopt the form of Revenue Account prescribed 
by the Statute under which they work. Examples of such accounts 
as published by Railway, Gas, Electric, and similar undertakings will 
be found in Chapter XIII. 

The distinction between the terms “ Income and Expenditure 
Account,” " Profit and Loss Account,” and “ Revenue Account ” 
is purely technical, and is sometimes urged to the point of pedantry. 
Since the construction of these accounts, and the objects served by 
them are practically identical, no further treatment need be accorded 
them here. 


EXAMINATION QUESTIONS. 

1 . Explain the dilTerence (if any) between a Revenue Account, an Income 
and Expenditure Aecount, and a Receipts and Payments Account. (London 
Chamber Commerce.) 

2 . Frequently so-called Balance Sheets arc exhibited, particularly by 
charitable societies, whereas really they are only Cash Accounts. What 
further is necessary to make them complete Balance Sheets, showing the 
true financial position ? (Chartered Accountants^ 

3 . Why is a Receipts and Payments Account unsatisfactory as an 
indication of the result of carrying on a business for a period ? (Chartered 
Accountants.) 

4 . A war charity fund received for the six months ended December 31, 
19. ., £14,676 Qs. yd., and interest on investments, £iSo 195. 

The administrative expenditure amounted to £31838 los. 6d., and in- 
cluded £1,699 SS- rod., the cost and expenses of making appeals for funds. 
The Expenditure on Relief amounted to £ 5 i 2 i 3 9 ®- nd., and on Loans to 
£781. The latter were not regarded as recoverable, but it was deenied 
advisable to leave the accounts open. At the commencement of the peiiod 
there was £2,000 invested in 4i % War Loan which cost £1,977 ss., and 
this was unrealised at the date you are instructed to prepare a Balance 
Sheet and Income and Expenditure Account (January i, 1917). The cash 
at the Bank at July 1, 1916, was £505, and at December 31, 1916, the various 
committees were authorised to spend up to the following limits : A, 
£3,416 4s. 3d. ; B, £3,800 3s. lod. ; C, £1,100 5s. 2d. ^ ^ 

Add to the accounts you draft, a report expressing your opinion on the 
situation as disclosed by them. (Incorporated Accountants.) 

5 . The following Statement of Accounts of the Blankshire Benevolent 



74 HIGHER BOOK-KEEPING AND ACCOUNTS 


Charity was submitted ns shown for adtiiitioii at the anniiiil meeting. You 
arc invited to criticise it. 


STATEMFN'r OF ACCOUNTS FOR THE YEAR liNUlvD 
JUNE 30. 19- 

Itocirrs. I KM'i-Nuirm.r. 



£ s. 

d. 


£ 

•5. 

d. 

To naUxnre . . . . . . , . , 

.. 457 6 

5 

ByAniiuUics .. .. 

. . . . 805 

0 

0 

,, InU'rpfit on InvPslniGiits . 

.. 270 l3 

4 

„ Siljry — 




„ Donuuons . 

■ ■ 383 12 

(i 

ScFietary 

.. .. 25 

0 

0 

„ Speofal Appeal . . . . . 

ifia 14 

0 

Iroasurcr.. 

, • . . 25 

a 

0 

„ Ii\cotn<' lax rMutiiF'l . . . 

. . 24 t3 

8 

,, Inddctitalb 

. . • . (J 

i3 

3 

„ Stamps ovurcharfjed . . . 

. . 30 

0 

„ I’lmtin^ 

. > • > B 

3 

6 

Hank .. . 

. . 8 r<) 

0 

„ Chief Kent . • 

. • • • 5 

Q 

4 

,, Aiuount Banked in eiTor . 

IX 

6 

,, LawChaiges 

• . 9 

8 

Q 




„ Hank Coimn^smn 

. . 2 

8 

9 




„ Sundries 

8 

I? 

2 




„ Ualaiu e in Bank 

. . . . 44= 

.1 

5 


£1,332 5 

5 


£1,332 

5 

5 


Piik.si;ni' Funos. 

Cost. 

a i % Midland R■^^l\v.■ly nebrnturc Sloi'l: i.iSS 6 8 

3% London an<l NortiiAVestcrn Rnilw.ry Deltonture Stork .. .. r,3.S5i3 4 
4% L,iiir<ishire .ind yorkslnre Giiar.uiirrii .Stouk .. .. .. 023 16 9 

,3 a/o Mnnrhcster Cm potation SlcirU 5*4 it® 

34 % Blackpool Corporation Stork . . 500 0 0 

3} % Stockport Corporation Slock . . . . a.soo 0 0 

Morti'.iges at 4 % 3,3i>o 0 o 


fio.ifij 3, 7 

Auflitril and rcitlliril corrrrt, 

HEUIUCRT TRUSTEM. 


Thr Srciuitirs upon which the present Itonds ul thft Instiltuinn nro iiive-.ted were iirodured to 
ami exiifiiined by iii, nml u-e cortiiy llt.it they arc in iierfeet older and in .sair nictody. 

Wll.LIAM T. STn'l’LETON, Chaimnn, 
.j.\MES UNIO.N, I’p'f'CtiBiriiian. 

( porated Acetmntunts.) 

6. Frtnn the follnwitii; Receipts and Payments Aecimiit of a charitable 
institution, and the subjoined information, prcpaiu General Income and 
E.xpendilure Aecount for the year ended Deecmljer 31, 19.. : — 


RECEIl'TS AND PAYMKNl'S ACCOUN'F. 


19... 
Jan. 31. 


Deo. ,31 


To Dalaneo— 

Cash oil doposit . . 500 
Cnsb on current nc- 

e.oimt iiO 

Cosh in hand . . . . 7 

,1 Poiiations and Subscriptions 

„ l4-gaeies . . 

„ Sperial Fund Donations 
,1 Interest on Investments . . 
„ Interest on Deposit . . . . 


r.23 

1.37s 

400 

170 

135 

S4 


£a.fis4 


ig. 

Dec. 


it 

31. By I’.iymniiis to i'enaionera . . r,a05 

,, Kent, throe iiuiirtcrs . . . . 75 

„ Ofiiee Expumses and Salaiies S73 

,, llolieeliir's Comrnissirm .. 37 

,, Friiiting Year Book, cio . . ad 

„ Postages 18 

„ Gratuities from Special Fund 143 

„ Jnvestmont in isoo Birmiiig- 

ham 3 % Slock 30a 

„ Balance — 

Cash on deposit . .£400 
Cash on current ac- 
count 73 

Cash In hand . . . . la 



£a,C24 


I'he committee of nranagement resolve that one-half of legacies received 
shall bo treated as income, the remainder being capital, and that the “ Special 
Fund ” should be separated from the “ General Funds,” Bring into account 
income tax recoverable. A quarter’s rent was unpaid at IJecember 3iBt. 
Sundry persons owed £is for advertisements in the Year Boult. (Chartered 
Accountants.) 



Chapter V 


THE BALANCE SHEET 

When the figures necessary for the compilation of the Trading and 
Profit and Loss Accounts have been extracted from the Trial Balance, 
the remaining items should consist of the details necessary for the 
construction of the Balance Sheet. Items of a like nature must be 
grouped together, since the totals only of the generic groups can be 
dealt with in the Balance Sheet. In order that this may be done, it 
is customary to extract the balances from the various ledgers on 
separate lists, the totals only of the several lists being entered in the 
Trial Balance. Thus the Sales Ledgers’ balances will furnish the 
total “ Sundry Debtors ” ; the Bought Ledgers’ balances, the total 
“ Sundry Creditors ” ; the Investment Ledger balances, the total 
“ Investments,” and so on. The strictest care must be taken that the 
grouping of the items is not misleading, as it will be, if heterogeneous 
assets and liabilities are lumped together. The material thus accu- 
mulated and classified will furnish the framework of the Balance Sheet, 
but much more must be done before the document can be regarded as 
complete. 

Basis of Balance Sheet. — The “ Statement of Affairs ” prepared 
in insolvency proceedings is analogous to a Balance Sheet. But in a 
Statement of Affairs the assets are valued at their estimated break-up 
values in order that creditors may forecast the result of immediate 
realisation, whereas in a Balance Sheet the values of the assets are 
their values to the business as a going concern. The definition of a 
Balance Sheet, usually tendered by the student as “ a statement of 
assets and liabilities,” cannot be considered satisfactory in view' of 
the fact that items may be included in it that do not belong to either 
category, e.g. premiums on the issue of shares, debit balance of Profit 
and Loss Account, preliminary expenses, reserves, etc. A better 
definition is that a Balance Sheet is a classified summary of the ledger 
balances remaining after closing all revenue items into the Profit and 
Loss Account. 

As we have seen, the elimination from the Trial Balance of the 
Trading and Profit and Loss items leaves us with the framework, 
of the Balance Sheet. But before that framework can be utilised other 
things must be done. The liabilities must be carefully scrutinised to, 
ensure that all outstanding debts have been brought into account. 
Where available, the Stores Inward Beak kept bv the store-keeper 

7 



76 HIGHER BOOK-KEEPING AND ACCOUNTS 

should be checked to ensure that the invidees represent ing the latest 
deliveries of goods have been properly posted, and that goods repre- 
sented by invoices entered immediately after the dose of the year have 
not been induded in the stock valuation. If no Stores Book is kept, 
the Carrier’s Book, or Warehouseman’s Rough Book, or .similar record.s 
may serve the same purpose. Examination of the Bills Payable Book 
will ensure that all outstanding bills are properly recorded in the 
financial books. As regards limited companies, the Directors’ Minute 
Book may afford evidence of contingent or other liabilities which need 
to be recorded. The assets, also, need careful scrutiny to ensure that 
the values placed upon them arc justified, and that all due provision 
for known waste has been made. 

Single and Double Account Methods. — Balance Sheets pre- 
pared by ordinary commercial undertakings in the form of a single 
comprehensive statement are said to be prepared on the Account 

System. The Double Account System, which applies to the parliamen- 
tary companies under statutory obligation to adopt it, or to such con- 
cerns as may voluntarily adopt it, is discussed in Chapter XIII, A 
Balance Sheet prepared under the latter system is in two sections. 
In the first section, all expenditure upon fixed assets is marshalled 
against the relative share capital and debentures raised for the under- 
taking, and the balance there shown is carried to the second section, 
which is concerned with the floating assets, liabilities, reserves, deprecia- 
tion funds, stores, and the like. 

Liinited Companies and Balance Sheets. — Phe Companies 
Act, 1929, imnlces it compulsory for every C{)mpany within the meaning 
of that Act to draw up and lay before the company in General Meeting 
not later than eighteen months after incorporation and, subsequently, 
once at least in every calendar year a Balance Sheet matle up to a date 
not earlier than nine months prior to the meeting, or, in the case of a 
company carrying on business or having interests ahn)ad, not earlier 
than twelve months before the meeting. The Board of 'rradc may, in 
individual cases, and for special reasons, extend the above periods. 
The Act also provides for tlie Balance Sheet to be signed on behalf 
of the board of directors by at least two directors, or by the sole director. 
Provision is also made for audit. A copy of the Balance Sheet and 
certain relevant documents, including a copy of the auditors’ report, 
must be sent, not less than seven days before the date of the meeting, 
to all persons entitled to receive notices of general meetings of the 
company, except in the case of a private company, which need not 
send copies unless its articles provide that they shall be sent. Pro- 
vision is also made in the case of a public company for any member 
or debenture holder to receive free copies on demand ; and in the case 
of a private company for any member to receive a copy on payment. 
(See pp. a68 and 499.) The Balance Sheet must disclose certain 
particulars, details of which are enumerated at pp, 497 et srq. 
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Responsibility for the Balance Sheet. — The accounts of private 
firms are of concein to the partners only. The responsibility for the 
Balance Sheet of a limited company rests upon the Directors of the 
Company. It is their Balance Sheet, in token whereof, as we have seen, 
the Act of 1929 requires that the signatures of two of their number 
shall be appended to it _“ on behalf of the Board ” (S. 129). It is true 
that the Auditors’ certificate also appears at the foot of the Balance 
Sheet. But Auditors cannot dictate its form, unless it fails to comply 
with the Act (see p. 285) or it is misleading or inaccurate, nor do 
they accept responsibility for the values placed upon the assets. 
Auditors do not certify these values; indeed, they cannot, since these 
values are frequently matters not of actual fact, but of opinion. An 
auditor has to report in specified terms that he has obtained all the 
information and explanations he has required, and that in his opinion 
the Balance Sheet is properly drawn up so as to exhibit a true and 
correct view of the state of the company’s affairs according to the best 
of his information, and as shown by the books of the company. But up 
to the present there is nq guidance as to what legal significance is to 
be attached to the phrase “ true and correct view,” so long as the 
details specified in the Act are duly stated. 

Form of Balance Sheet. — The draftsman of the Balance Sheet 
of a private partnership must study the Articles of Partnership, which, 
almoiit certainly, will contain clauses affecting the accounts, e.g. in 
such matters as fixed capital, drawings, interest, loans, etc. Hospitals 
desiring to participate in King Edward’s Hospital P'und, and the 
Hospital Saturday and Sunday Funds, must adopt the form prescribed 
by the committee administering those funds. As regards public 
companies, if the undertaking is amenable to any particular Act of 
Parliament, as, for example, are Railway Companies {Railway Accounts 
and Returns Act, igii),* Assurance Companies {Assurance Companies 
Act, 1909), Building Societies {Building Societies Act, 1894), Gas 
Companies {Gas Works Clauses Act, 1871), etc., the statutory form 
prescribed by the particular controlling Act must, of course, be followed. 
Apart from parliamentary companies, there is no prescribed form of 
Balance Sheet. It is difficult to imagine a stereotyped form that 
would suit all and every type of commercial or financial undertaking. 
Unification is, in fact, impossible. t 

A Balance Sheet is a condensed and classified list, taken out upon a 
sheet of paper, of the balances remaining open in a set of books after 
the Trading and Profit and Loss Accounts have been prepared and 

* As modified by the order of the Minister of Transport, dated 27 th 
December, 1928. 

t Article 81 of Table A in the First Schedule to the Companies Act of 1862 
contained a form of Balance Sheet. But that effort at formulation was not 
very happy, and was not repeated in subsequent Acts. 
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closed. It is not a ledger account, and balances cannot therefore be 
transferred to it. The item occasionally seen in some published Profit 
and Loss Accounts, “ Balance transferred to Balance Sheet,” is 
therefore unfortunate. The Profit and Loss Account is a ledger _ 
account, but the Balance Sheet is not. 

In America, and on the Continent, and also, to some extent, in 
Scotland, the assets are placed on the left-hand side, and the liabilities 
on the right-hand side, of the Balance Sheet. In England, the reverse 
order is followed, apparently to the great regret of some controver- 
sialists. But the student will be well advised not to be perturbed over 
this variation of practice, which is one more of tradition than of 
principle. In this country it is a frequent practice to term the left and 
right-hand sides of the Balance Sheet, respectively, the “ Liabilities ” 
(or “ Capital and Liabilities ”) and the “ Assets ” sides, and, although 
these captions are frequently not strictly accurate, the student is 
recommended cheerfully to accept the fact. Neither need he worry 
unduly because another school may tell him that “ Debtor ” and 
*' Creditor ” are more precise captions for the two sides of the Balance 
Sheet, for, after all, “ Sundry Creditors ” appear on the debtor (Dr.) 
side, and ‘ ‘ Sundry Debtors ” on the Creditor (Cr.) side ! No reasonable 
examiner will complain at either description. 

It is an error common to many candidates to head the Balance 
Sheet, e.g. ; — 

The X.Y.Z. Co., Ltd. Balance Sheet for the year ended Dec. 31, 19. . . 

This is inaccurate. A Balance Sheet sets forth the financial position 
as on a definite date, and does not cover a period as is the case with a 
Profit and Loss Account. 

Marshalling Assets and Liabilities.-pA reasonable and consistent 
method of marshalling assets and liabilities must be adopted, and the 
student will save time if he enters the examination room w'ith an orderly 
method of so doing already fixed in his mind. Two methods are 
commonly employed ; — 

(a) Where the assets are ranged in the order of their permanence 
and unrealisability, and as far as possible the capital and relevant 
liabilities are ranged against them. 

(b) Where the assets are placed in the order of their realisability, 
beginning with Cash in hand, and so on, and the liabilities are 

• ranged in the order in which their payment can be demanded. 

Method (a) is employed by the vast majority of commercial 
undertakings ; method (b) is adopted by, and is suitable for, banks and 
kindred institutions. The examination candidate should obtain equal 
marks for either method, provided that he intelligently applies the 
method selected. The pro-forma Balance Sheets on pp. 80-81 
illustrate these methods. 
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Iijformation Afforded by Balance Sheet. — The modern 
published Balance Sheet is not uncommonly distinguished by its 
paucity of detail. The pjea that published accounts may afford trade 
rivals valuable information is somewhat overworked. There may be 
valid reasons for secrctiveness in drafting the Profit and Loss Account, 
but shareholders are entitled to, and should be given, in the Balance 
Sheet , sufficient detail to enable them to form an intelligent estimate 
of the company’s commitments, the nature and value of the assets, and 
the extent and adequacy of the reserves. The reticence of some com- 
panies regarding their financial position is chiefly manifested by the 
way in which they group assets dissimilar in kind, and allot one value 
to the whole group. An actual instance may be quoted, “ Freehold 
and Leasehold Land and Buildings, Machinery and Plant, Loose Tools, 
Furniture, etc., at cost less depreciation, £ ” Such an agglomera- 

tion of mixed assets defies any attempt to estimate the tme financial 
position of the company. 

It would appear that such a description satisfies the letter of the 
Act of 1929, provided the goodwill, patents and trade-marks are shown 
separately, and the fixed assets so agglomerated are in fact valued on 
the basis stated, but, it is suggested, that such treatment does not satisfy 
the spirit of the act. 

The Act provides that the Balance Sheet shall state such par- 
ticulars as are necessary to disclose the general nature of the liabilities 
and the assets of the company, and to distinguish between the amounts 
respectively of the fixed assets and of the floating assets, and shall 
state how the values of the fixed assets have been arrived at. 

The following entries, stating the method of valuation, would 
comply with the Act ; — 

(а) Freehold Land and Buildings, at cost . . 

(б) Leasehold Buildings, at costless amounts 

■written off 

(c) Leasehold Buildings at cost 

Less Depreciation Fund 

(d) Plant and Maclrinery, at cost 

Less Depreciation written off to date . . 

(«) Plant and Machinery at cost less 
depreciation 

(/) Plant and Machinery at costless amounts 
written off to ist January . . . ■ 

Additions during Year 


Less Sales during year 



Less Depreciation for year 



PRO-FORMA BALANCE SHEETS. Method A. 
Blanks, limited. BALANCE SHEET, 31 DECEMBER, 19... 
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Notes . — -The Balance Sheet of a private partnership would follow similar lines, except that the partners’ Capital and Current Accounts are set out in detail 
explained in Chapter Vil. 

If investments are held in respect of a Reserve Fimd, they should be ear-marked for the service of the Ftmd* 


THE BALANCE SHEET 8i 
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{s) Plant anil Machinery as valued by the 

Directors 

(/i) Plant and Machinery at cost of 

installation £ : : 

Less Depreciation Fund £ : : 

(f) Plant and Machinery at cost £ : ; 

Less Reserve for Depreciation . . . . £ : : 


It may be useful at this point to consider brielly the subject of assets 
and liabilities in general, and also in detail some particular assets and 
liabilities that commonly find a place in Balance Sheets. 

Assets. 

Assets Generally. — Assets may be divided into three classes : 

(a) Fixed Assets ; [b) Floating Assets ; (c) Assets of Unrealisable 
Value. 

(a) Fixed Assets . — These are assets of a more or less permanent 
kind that are held not for sale, but solely in order to earn revenue. 
Of such are Land, Buildings, Machinery, etc. 

(b) Floating Assets are those which have been made or acquired 
for sale and conversion into cash. Stock, Book Debts, Temporary 
Investments, etc., illustrate this kind of assets. 

(c) Assets of Unrealisable Value . — To this category belong such 
assets as Preliminary Expenses, Debenture Issue Expenses, the 
debit balance of Profit and Loss Account, and the like. Such 
assets as these should be segregated at the end of the Balance Sheet, 
and any deductions that have been written off them during the year 
should be clearly shown. 

Some writers seem fond of labelling assets as “ tangible ” or 
“ intangible.” An illustration of this now lies before the author. 
He is instructed that book debts is an example of a tangible asset, 
and goodwill of an intangible asset. But he remembers that he has 
some outstanding book debts which he wishes were tangible, and 
recalls an instance of a sale of goodwill for half a million sterling, 
which, in that instance, certainly could not have been very intangible ! 
The examination candidate is advised not to be too free in his use of 
these labels. 

In no case may Fixed and Floating Assets be combined in one 
item. ^Assets subject to waste should be separately stated, and the 
depreciation written off shown separately. Except under the double- 
account system, provisions made for waste should be deducted from 
the relative assets, and not stated as “ Reserves ” on the liability side 
of the Balance Sheet. 


£ : 

£ ; 
£ : 
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Loan debtors should be distinguished from trade debtors and 
Bills Receivable, and the provision made for bad debts should be 
clearly shown. 

Any sums due from Directors or other olEcers of the company 
must be separately stated. 

Investments should appear as a separate item, and the market 
value of the securities held at the date of the Balance Sheet be shown 
“ short.” If any “ trade ” investments, or investments in subsidiary 
companies have been made, they must be stated separately and not 
included with the ordinary Stock Exchange investments 

Goodwill, if any, must also appear as a separate item, and be 
stated at cost, or at the book value, if the initial cost has been written 
down. Patents and Trade Marks may be aggregated with the Good- 
will, but it is advisable to state them separately. 

Stock in hand should be shown separately, and the basis of valuation 
stated. 

Valuation of Assets. — It has already been stated that the values 
of the fixed assets in a Balance Sheet should be based upon their 
values to a going concern. These values are by no means always the 
same as their sale or current market values. The going concern values 
may be greater or less than the market values — the matter is of little 
moment. The fixed assets employed by a commercial undertaking 
are employed for profit-earning purposes, and the only practicable 
basis of valuation is cost less reasonable provision for waste and 
depreciation. Floating, or “ quick ” assets as Americans call them, 
should, on the other hand, be valued as nearly as possible at their 
actual present value to a going concern, which, in some cases at any 
rate, is their market price if less than cost. It will be obvious that the 
going concern basis of valuation adopted must be consistent year by 
year, otherwise the accuracy of the profits shown as having accrued 
since the previous Balance Sheet will be vitiated. The student will 
realise the supreme importance of the values placed upon the Assets 
in a Balance Sheet. If these values aie not based upon reasonably 
accurate data, not only will the financial position of the undertaking 
be stated falsely, but the profits shown will be misleading— so intimate 
is the relation between capital and revenue. 

Bankers and others, inspecting a Balance Sheet upon a request for 
a loan, will naturally review the assets rather upon a break-up basis 
than on that of a going concern. 

Land and Buildings. — It is impossible to adopt hard-and-fast 
rules when valuing these assets. Freehold buildings may be slowly 
wasting owing to wear and tear ; or depreciating in value because of 
growing obsolescence, whereas the land on which they stand may be 
steadily appreciating in value. Freehold land will probably fluctuate 
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in value, and the appreciation or depreciation may even be permanent. 
Unless there are cogent reasons against such a course, freehold land 
should be slated at cost ; and the legal, surveyors’, and other expenses 
of acquiring the land may legitimately be added to that cost, although 
it is more prudent, perhaps, to charge them to revenue over a term 
of years. 

It cannot be affirmed that it is ultra vires to revalue an asset that 
has appreciated, and employ whatever increase in value may be thereby 
diselosed to decrease or eradicate an adverse balance standing at Profit 
and Loss Account. Directors who adopted this course were held to 
be justified in the absence of any fraudulent intent {Ammonia Soda 
Co., Ltd., V. Chambeilain and others, [jqiS]). But, in the majority of 
cases, it is unwise to take credit for unrealised profits. Additions to 
freehold property may be capitalised at cost, provided always that 
the book value of any portion of the building demolished to permit 
of their erection is duly written off. 

The cost of leasehold land, and the sul^sequent expenditure upon 
it, must be written off over the life of the lease. If there is an option 
for renewal, and it is desired to exercise the option, the best method, 
perhaps, of providing funds for the new lease is by means of an endow- 
ment policy of assurance. 

Buildings stand in a different category from land. Freehold 
property, if kept in an efficient state of repair, need not be depreciated, 
but this cannot be laid down as an invariable rule. The original 
construction, present state, and other circumstances affecting the 
property must be taken into consideration. 

Leasehold buildings must be treated as stated above in the matter 
of land. If the building is unlikely to last out the lease, that factor 
must also be taken into consideration. 

From a mortgagee’s or banker’s point of view, the chief questions 
to be answered are : (i) Can the property be easily converted to 
other than its present use ? (3) What is the site value ? (3) Is the 
locality in which the building is situated waning or increasing in 
popularity ? 

Provision for wastage in connection with leases is most suitably 
made by the annuity method. 

F requently , a premium is paid for a lease . This premium represents 
commuted rent, and should be spread in equal instalments over the 
term of the lease. Money i.s frequently raised in these days of heavy 
death duties by the grant of leases at reduced rents in consideration 
of the payment of a cash premium. Such premiums represent rent 
paid in advance, and, similarly, should be spread over the term of 
the lease. 

Dilapidations . — The liability to yield up demised premises in good 
repair at the end of a tenancy is usually attached to leasehold agree- 
ments. This is a contingent liability that must be provided for. The 
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extent of the liability should be carefully estimated by professional 
advisers, and a fund should be raised and invested, preferably outside 
the business, in order to meet it. Assurance policies are sometimes 
taken out for this purpose. 

Cash at Bank.— This item should be the balance as shown by 
the Cash Book, and not that shown by the Pass Book, a certificate of 
which is obtained by the auditors from the Bank. But, of course, if 
the two balances differ a reconciliation statement should be prepared 
to prove the accuracy of the Cash Book balance. 

Goodwill. — Several academic definitions of what is meant by good- 
will are available, but none of them are entirely satisfactory. It is 
best, perhaps, to explain the term on the broad lines of practice, and 
to say that, in general, the purchaser of a goodwill acquires the right 
to represent himself as the successor to the business, and to enjoy 
every advantage attaching to the business, capable of transfer, that the 
former proprietor enjoyed. Thus the purchaser of goodwill acquires 
the trade name, trade marks, designs, patents, copyrights, etc., belong- 
ing to the business ; he takes over the benefit of current contracts, 
agreements, leases, etc., and he acquires all the advantage accruing 
from the location, reputation, and organisation of the business. The 
actual concomitants of goodwill will vary with the particular business, 
but some, or all, of these elements will be present. 

By its very nabire, goodwill fluctuates in value, increasing as the 
profits of the business increase, decreasing as they fall. For sale 
purposes, the value of the goodwill is usually based upon a given 
number of years’ purchase of the average annual profits, calculated 
over from three to five years of the most recent trading experience. 
The number of years’ purchase varies, and depends upon the kind of 
business. From three to five years is a common basis of computation. 
It is becoming increasingly common to arrive at the value of goodwill 
on oire of the following bases, which are more scientific than the 
rough-and-ready method already mentioned 

Method (f): Assume that the value of the Net Assets (i.e. Assets 
less Liabilities) to be acquired is agreed at £180,000, and that the 
Average Profits available, before deducting the remuneration of the 
Partners or Directors (as the case may be), are £38,000. It is then 
necessary to ascertain the yield required on capital invested in the 
business, having regard to the risk involved, and thus to arrive at the 
return which the goodwill will yield. This can then be capitalised. 


e.g.:— 

Average Profits £38,000 

Deduct: Remuneration of Partners or Directors, say . . .. 5 ,ooo 

Profits available for interest on capital 3 3 >000 

Deduct : Interest at 15 % on the Capital paid for the net 

assets (i.e. say 5 % for pure interest and 10 % for risk) 27,000 
Leaving available for return on investment in goodwill (i.e. 

“ super-profits ”) £6,000 
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The investment in goodwill will have to bring in the same yield 
as the investment in net assets, since the risk is the same, so that good- 
will can be capitalised at £40,000 which is the amount of capital on 
which £6,000 of profits will return 15 %. 

Method {ii ) : Assume the same facts as before : — 


Average Pioflts ’ £38,000 

Deduct : Remuneration . . . . S,°°° 

Leaving available as the reward for Capital £33,°oo 


If 15 % is the minimum return required on capital invested in that 
class of business, a profit of £33,000 capitalises at £220,000. The 
purchaser should, therefore, pay £220,000 for the net assets of 
£180,000, i.e. he pays for goodwill the sum of £40,000. The goodwill 
of a professional business, depending as such a business does upon 
the personality of the previous practitioner, will clearly be less than 
that attaching to a trading business in which the personal factor is of 
far less account. Again, goodwill based upon steadily increasing 
profits will be more marketable than goodwill based upon decreasing 
profits. 

Goodwill rarely appears in a Balance Sheet unless it has been 
purchased. The duty of the Balance Sheet draftsman in this con- 
nection is to see that the asset is stated as a separate item at the amount 
at which it stands in the books, with the narration “ at cost,” or 
‘‘ at cost less amounts written off.” 

By S. 3S and Fourth Schedule, Part 1 (9), of the Companies Act, 
1929, every prospectus issued by or on behalf of a company or of a 
person engaged or interested in its formation, and, by S. 40 and Fifth 
Schedule of the same Act, every statement in lieu of prospectus must 
state the amount paid for goodwill. 

Unless the Articles direct that goodwill shall be written down, a 
limited company would appear to be under no legal obligation to 
reduce the cost price of this asset {Wilmer v. McNamara, (1895]). 

The contention occasionally advanced that in all cases goodwill 
should be written down as a wasting asset, apparently on the gi'ound 
that debts and death are the only certain things, is not, very logical. 
The author has in mind a business well over a hundred years old 
and flourishing more vigorously than ever. On what basis should the 
goodwill of that business be estimated ? Again, who can foretell the 
life of a goodwill, and who, therefore, can assess the instalments to be 
Written off? It is suggested that changes in the value of goodwill 
cannot be treated on precisely similar lines to waste in connection with 
fixed assets, but must be dealt with in the light of actual circumstances. 
Goodwill may be written down as a means of retaining funds in the 
business, and so cheaply providing working capital, and where this ■ 
course is desirable it is to be commended. But that is another matter. 
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The writing down of goodwill, where no permanent depreciation of 
the asset has occurred, is tantamount to the creation of a secret reserve, 
since in normal circumstances goodwill is constantly being renewed 
in the very fact that profits are maintained. In the author’s view it 
is impracticable to attempt to record the fluctuating value of goodwill, 
and its reduction below the original cost price is a matter of financial 
prudence rather than one of obligation. 

Goodwill, of course, is not a banlcer’s security, and in scrutinising 
a Balarrce Sheet, preliminary to considering whether to grant an advance, 
the banker wisely ignores the asset. 

Any provision made for the reduction of the asset goodwill is 
an appropriation of profits and not a charge against them. 

The case of Stapley v.Read Bros., Ltd., (1924), is of considerable 
interest to accountants in connection with the subject of goodwill. 

An injunction was sought to restrain the defendants {a) from distri- 
buting a dividend until the debit balance of the Profit and Loss Account 
had been discharged ; {b) distributing as dividend profits originally 
applied to writing down the book value of assets and subsequently 
written back ; (c) dealing with any unrealised profit resulting from 
an estimated appreciation in the value of capital assets. 

Goodwill stood originally in the Balance Sheet at ^140,000, and ^ 
was subsequently written down by instalments out of profits to £^1,000. 

A reserve of ,^61,000 was also created out of profits. Subsequently 
the balance of the goodwill was written off against this reserve, thus 
reducing the reserve to £10,000. By the year 1920, the reserve had 
been increased to ,^25,000, and a further ^1^,000 was transferred 
thereto from the balance of the current Profit and Loss Account 
(,^33,000), making the balance ,^40,000. This balance of ,^40,000 
was then distributed in the form of fully paid shares by way of a 
capital bonus. 

But a period of bad trade was experienced, and at the close of the 
year 1922 there was a debit balance on Profit and Loss Account of 
,£20,504 i6s. 6d. A profit of >£1,300 was made in the year 1923, but 
three years’ preference dividends were in arrear. The directors proposed 
(a) to pay the arrears of preference dividend out of current profits ; 

(^i) write back to reserve ,£40,000 of the amount written off good- 
will ; and (c) eliminate the debit balance (£20,505) of Profit and Loss 

The plaintiff did not contend that the goodwill was not worth at 
least £40,000, but that profits utilised to write down the book values of 
assets could not afterwards be ■written back, and be treated as a'vailable 
for distribution. Mr. Justice Russell said that in his view “ the sole 
question was whether the Profit and Loss Account is to be treated 
as a continuous account so that no dividend could be declared out of 
one year’s profits until any debit to Profit and Loss in respect of prior 
years had been made good.” In his opinion it was not so to be treated. 
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If ,£40,000 had been carried to reserve from profits it could have been 
subsequently distributed as dividend. Did it make any diffei'ence if 
the company, instead of carrying that sum to reserve, utilised it to 
write down the value of goodwill ? Had the company permanently 
capitalised those profits so as to disentitle it to restore them to reserve ? 
The shareholders had approved the directors’ previous reports and 
proposals, but they had not bound themselves to give up their claims 
to the profits that had been carried to reserve and employed to eliminate 
goodwill. In brief, those profits had not been permanently capitalised. 
The injunction applied for was refused. 

Machinery and Plant. — The various methods employed to meet 
waste in connection with this asset have been discussed (see pp. 42-9). 
Whichever method is adopted, the result to be ensured is that the 
asset shall be stated in the Balance Sheet not at its market value but at 
a figure that represents its unexpired capital value to a going concern, 
i.e. “ at cost ” (if new), or at cost less depreciation, showing the 
“ Balance of cost over depreciation as per last Balance Sheet,” and the 
net value of the asset, after deducting depreciation for the year. 
Occasionally, one finds that this asset is stated at its original cost, 
and on the liabilities side of the Balance Sheet there appears a Deprecia- 
tion Fund, representing the accumulated provision made for depreciation 
to date. This method cannot be recommended. It is better to show 
the value of the asset net on the assets side. Its present book value 
can then be seen at a glance. See also p. 79 as to other methods of 
stating this asset. 

Where the plant is extensive and of various kinds, a Memorandum 
Plant Ledger, or Register in the form showm on p. 89, should be kept. 
Such a record is of great value as a check upon the provision made 
for waste, and is also useful when making claims for allowances in 
this connection in respect of Income Tax. 

In reviewing a Balance Sheet, the loan creditor will eliminate 
plant which is “ fixed ” to the building if the premises are mortgaged. 
Pie will also heavily depreciate any machinery which is special to the 
trade carried on, and will ignore assets partly paid for under the 
hire-purchase system. 

Loose Tools, etc. — Depreciation of this asset by ordinary methods 
is impracticable. Many of the tools may be made by the firm’s own 
workmen, and constant additions, losses, scrapping, and “ borrowing ” 
will vary the quantity of the stock held. Actual valuation is the only 
safe method to adopt. The value of horses, lorries, carts, live stock, 
moulds, and similar assets should also be ascertained by periodical 
valuation. In all these cases, fixed percentage depreciation is often 
misleading. 

Trade Marks, Patterns, Dies, Drawings, etc. — It is difficult to 
deal with these except on the basis of cost, subject to periodical survey, 
in order to prevent obsolete trade marks, patterns, etc., being included. 
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Trade Marks can be groupied 
with goodwill and patents 
in the Balance Sheet (see 
P- S3)- 

Patents. — The protec- 
tion afforded by a patent 
lasts for sixteen years from 
its date. But the life of a 
patent may be extended by 
order of the High Court, on 
petition by the patentee, 
where sufficient cause for 
extension is shown. The 
original cost of the patent, 
if purchased, together with 
all fees paid in respect there- 
of should be written off over 
the life of the patent or 
earlier. Similarly, all ex- 
penses and the costs of 
e.xperiments in connection 
with the invention patented 
should also be written off 
within its life. This is the 
broad theory, but it may 
have to be modified to fit 
the circumstances, e.g. in 
the event of the complete 
failure of the patent. 

Copyrights. — These ex- 
tend for fifty years after 
the author’s decease. It is 
difficult to value this sort of 
property, since the value of 
a copyright may last long 
or quickly wane. Periodical 
survey and valuation is the 
only safe method. 

Furniture, Fixtures, 
and Fittings.— Office furni- 
ture may last a long time, 
and possess considerable 
second-hand value. But 
Fixtures and Fittings should 
be much more heavily de- 
preciated than Office Furni- 
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cure, since these are usually worth little more than firewood when it 
comes to alteration of premises, removal, or sale. Particularly is this 
the case if they are specialised to the trade. If the premises are 
leasehold some of the fittings will become the property of the landlord 
at the expiration of the lease, and particular care is needed in such 
cases to eliminate the asset from the books during the life of the lease. 

Investments. — Investments cannot be said to depreciate in the 
ordinary sense, that is owing to wear and tear, but they may fluctuate 
in capital value. If investments are fixed assets held for the purpose 
of producing revenue, fluctuations in value may be ignored, provided 
that they are not permanent. The basis of valuation, cost or market 
price, should be stated, and, where the value is stated at cost, a note 
should appear on the Balance Sheet of their aggregate market value. 
Special reserves are often created to meet actual or possible fluctuations 
in the value of investments, especially when the investments held are 
heavy. Investments which represent a reserve fund should be 
separately stated in the Balance Sheet. If these investments are less 
in amount than the reserve, it indicates that the balance of the fund is 
comprised in the general assets of the business. Trade investments, 
i.e. shares held for trade purposes, or shares in associated companies, 
should also be separately stated. If any liability for uncalled capital 
attaches to investments, a note of the fact should be made in the 
Balance Sheet. 

A separate ledger should be kept to record investment holdings, 
and a separate account for each investment, ruled as shown on p. 90. 

Some companies (e.g. Assurance Companies) are under statutory 
obligation to marshal their investments in the Balance Sheet under 
specific headings. Apart from such obligation, the usual practice is to 
insert investments under the one heading, but where investments 
are held in subsidiary companies they must be stated separately as such, 
although only the aggregate need be stated, i.e. it is not necessary to 
show the holding in each subsidiary company. 

Interest Accrued Due.— Interest on debentures, mortgages, and 
similar fixed interest investments is frequently apportioned, and the 
amount applicable to the period covered-by the accounts is taken credit 
for in the Profit and Loss Accoimt, a like amount being scheduled 
as an asset in the Balance Sheet. There is no objection to this procedure, 
but the practice sometimes met with of including an estimate of divi- 
dends accruing on ordinary shares is not to be commended, based 
as it must be upon mere guesswork. 

Mines, Quarries, etc. — ^It is not the usual practice in this country 
to provide for the wastage of this kind of property consequent upon the 
gradual exhaustion of the mineral or other contents ; and mming and 
similar companies are under no legal obligation to keep their capital 
intact. “ If a company is formed to acquire or work property of a 
wasting nature, e.g. a mine, quarry, or a patent, the capital expended 
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in acquiring the property may be regarded as sunk and gone ” (Lindley, 
L.J., in Lee v. Neuchatel Asphalte Co., Lid., [i88g]). No deductions 
for waste in respect of such property are allowed for income tax 
purposes. If it is desired to make provision for waste, the yearly 
amount to be set aside should be based upon (n) the price paid for the 
mine and its estimated total contents ; (b) the quantity of the product 
extracted during the current period ; and (c) the estimated residual 
value of the land. The estimated cost value of the tonnage raised 
during the year gives the amount of the provision to be made. 

Stock-*in»Trade. — It has already been stated that the basis of 
valuation must be consistent period with period. There is a classic 
accounting rule that stock should be valued at cost or at market price, 
whichever is the lower. But this axiom needs qualification. If the 
fall in market value is temporary only, there is no need to reduce the 
book value of stock held by a going concern. In many cases “ cost ” 
may legitimately include freight, duty, and carriage. Deterioration 
due to damage, change of fashion, and similar causes must be allowed 
for. In short, only permanent diminution in value need be recognised. 
But profits must not be anticipated by the over-valuation of stock. 
Goods out on approval, and stock in transit to agents, must be valued 
on the same basis as stock in warehouse, and not be treated as 
sales. 

Large differences between opening and closing stocks, or those of 
previous trading periods, should be investigated. Such variations 
may be due to (a) inaccurate stocktaking ; (b) alteration in the basis 
of valuation ; (c) overstocking ; (d) changes in the prices of raw 
materials ; (e) sales failing to keep pace with manufacture ; (/) faulty 
buying. Whatever the cause it should be traced. Allowing for 
fluctuations in turnover, there should be reasonably close correspon- 
dence between opening and closing stocks for different periods, and if 
there is not an explanation is called for. 

The Balance Sheet should state by whom the stock has been valued, 

e.g. thus : Stock at December 3irf, 19. ., £, s. — d. {as valued by 

Departmental Managers). 

Work in Progress. — ^The basis upon which this asset should be 
valued and the shortcomings of examination candidates when dealing 
with such items have been dealt with on p. 24. 

Sundry Debtors. — ^The balances of the Sales Ledgers should 
be extracted on separate sheets, the total of which is carried into the 
main Trial Balance. There will probably be some small credit balances 
arising from over-payment, unclaimed allowances, etc. These, 
strictly speaking, should be added to the total balance of the Sundry 
Creditors. In some instances, provision is made for doubtful debts 
by assessing each account where provision is necessary, but it is the 
more usual practice to reserve a fixed percentage on the total debtors. 
A reasonably constant ratio between sundry debtors and turnover 
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should exist, allowing for the usual run of trade credit. Care must be 
taken that all trade discounts and returns have been dealt with ; 
and trade and other loans should be stated in the Balance Sheet 
separately from ordinary trade debtors. Advances to and amounts 
due from subsidiary companies must be stated as a separate total. 

The amount of any loans made during the period of the Profit and 
Loss Account, either by the company or by any other person under 
a guarantee from or on a security provided by the company to any 
director or officer of the company, including any loans repaid during 
the period ; also any such loans made previously and still outstanding, 
must be shown on the balance Sheet or on the Profit and Loss Account, 
unless it is part of the ordinary business of the company to lend money, 
and the loan was in the ordinary course of business (e.g. a bank) or the 
loan was one not exceeding £2,000 to any employee of the company 
and is certified by the directors to have been made in accordance with 
the company’s practice with respect to loans to its employees. There 
must be stated separately on the Balance Sheet the outstanding amount 
of any loan made for the purchase by trustees of fully-paid shares in 
the company to be held by or for the benefit of employees, or made 
to employees other than directors with a view to enabling them to 
purchase fully-paid shares in the company to be held by themselves 
by way of beneficial ownership. 

In addition to provision for doubtful debts, a reserve should be 
created in connection with foreign debtors against possible losses 
due to fluctuations in exchange. It has alreadjt been stated that, in 
the majority of cases, no reserve for discount is deducted fl-om the 
book debts. The loan creditor must, however, remember that if 
forced realisation supervenes, the asset will be reduced by such 
discounts as are claimable. 

Development Expenditure— Companies working mines, collieries, 
plantations, and similar property are frequently obliged to consume 
considerable time and capital in order to bring the property to the 
revenue-earning stage. During the work of development, practically 
all expenditure on development is capitalised. The sinking of shafts 
and driving of adits and levels ; pumping, tree-planting, and road- 
making afford examples of development expenditure. There can be 
no objection to treating such expenditure as an asset, provided that, 
when the venture reaches the revenue-earning stage, steps are taken 
to write off the expenditure within a definite period of time. The 
accountant will probably need expert assistance before he can accurately 
adjust such expenditure as between capital and revenue. 

In a case where a public utility company constructed works by the 
aid of its own employees it was allowed to add to its capital expenditure 
on actual constructional work, the interest and dividends paid on loans 
and preference shares raised to pay for the construction {Bardwell v. 
Sheffield Waterworks Co.). Interest during construction can also be 
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paid under the conditions laid down in The Companies Act, 1929, S. 54, 
and The Companies {Interest out of Capital) Order, 1929 fsee p. 416). 

Deferred Revenue Expenditure.-— Expenditure such as Prelimi- 
nary Expenses, Share and Debenture Issue Expenses, Debenture 
Discount, Removal Expenses, Repairs (if abnormally heavy), and the 
like must be carefully reviewed, and, as explained before, may be 
“ held up ” as an asset legitimately, if written off over a reasonable 
period. It is assumed in such cases that benefits will accrue in succeed- 
ing years from the expenditure, and so these years should bear their 
proportion of the burden. It has already been explained that suspense 
expenditure such as Insurance, Rent, Rales, and Advertising paid in 
advance may be apportioned over the period they cover. All assets of 
this kind are, of course, worthless from the creditor’s or banker’s 
point of view. Certain of the items must be shown separately (see 
pp. 497 et seg.). 

Liabilities. 

Liabilities GeneTally. — As we have seen, the values placed upon 
assets are necessarily to some extent based upon personal opinion. 
But liabilities, e.xcept contingent liabilities, are capable of exact 
statement. 

To a certain extent, liabilities may be classified as “ fixed ” or 
“ floating.” Thus, debentures and loans that are not payable on 
demand, but at some definite distant date, may be said to be “ fi.xed,” 
while current trading debts, due for payment in the immediate future, 
may be regarded as “ floating,” Care should be taken that those two 
classes of liability are separately stated in the Balance Sheet. Unless 
this is done it is impossible for the critic of a Balance Sheet to judge 
whether the “ floating ” assets are adequate to meet the “ floating ” 
liabilities, and to provide sufficient working capital. Where any 
liability of a company is secured otherwise than by operation of law 
on any assets of the company, the Balance Sheet must include a state- 
ment that the liability is so secured, but it is not necessary to specify 
on which assets the liability is secured. 

Capital. — It is usual to head the liabilities with a statement of the 
capital, although, in theory, outside liabilities should first be dealt 
with, since the capital itemis the balance or net worth of the proprietor 
of the business. The statement of capital in the Balance Sheet of a 
partnership has been dealt with in Chapter VII. 

The nominal, subscribed, and paid-up capital of a limited company 
must be clearly stated in order that the uncalled capital, if any, may 
be seen. If redeemable preference shares are outstanding, they must 
be stated separately with a note as to the date on or before which they 
are, or are to be liable, to be redeemed. Calls paid in advance, unpaid 
calls, and any shares that have been forfeited, together with the amounts 
paid up on them, must be separately stated. Shares which have been 
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issued as fully paid in whole or part consideration for assets acquired 
should be separately stated, e.g. “ 50,000 ordinary shares of £1 each 
issued as fully paid to Vendors as purchase price of the Goodwill.” If any 
shares have been issued at a discount under the Act of 1929, so much 
of the discount as has not been written off must be separately stated 
on the assets side of the Balance Sheet. 

If capital has been issued under S. 54 of the Act of 1929 the Accounts 
must disclose the share capital on which and the rate at which interest 
has been paid out of capital during the period (sec p. 417). 

Debentures. — These must be stated separately, so also must any 
interest accrued upon them ; and if the debentures have been issued 
at a premium, the premium must also be separately stated. If the 
debentures have been issued at a discount, the discount, less any 
amount written off, will appear on the Assets side of the Balance Sheet. 
Debentures issued as collateral security for a bank loan are frequently 
incorrectly treated by examinees. The only entry necessary in this 
connection is as follows : — 

Loan from Bankers {secured by the issue of 

£2^,000 ^ % Mortgage Debentures) .. .. £20,000 o 0 

The debentures are not extended in the outer column as a liability ; 
they are a contingent liability, and can be enforced only if the interest 
on the loan is in arrear. When the debt is repaid, the debentures are 
released . 

The usual method of stating capital and debentures in a company 
Balance Sheet is as follows : — 


Capital : — ■ 

Nominal — 

100.000 5 % Preference Shares of 

£1 each 

150.000 Ordinary Shares of £i each 

£ 

100,000 

150,000 

s. 

0 

0 

d. 

0 

0 

£ 

s. 1 

£ 

^50,000 

0 

0 



Issued — 

100,000 5 % Preference Shares of 

£ I each, fully paid ■ 

100,000 Ordinary Shares 
of each, 10s. per 

share called up . . . . £50,000 

Less Calls in arrear . . 500 

100,000 

0 

0 



49,500 

Add Calls paid in 

advance . . . . . . 500 







50,000 

0 

0 



Debentures : — 

500 5 % Debentures of £100 each .. 
Premium on Shares Account . , , . . . 




KO.OOO 

2,500 

0 

. . . . 

. . 


0 
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Where a company has power to reissue debentures which have 
been redeemed, particulars with respect to the debentures which can 
be so re-issued must be included in the Balance Sheet, e.g.: — 


1,000 6 % Debentures of £so each 50,000 

Less : 200 Debentures lehich have been redeemed 

and are available for reissue 10,000 

40,000 


Capital Redemption Reserve Fund. — If Redeemable Preference 
Shares have been redeemed out of profits, an amount equal to the 
profits so used must be set aside to a Capital Redemption Reserve 
Fund which must appear separately on the Balance Sheet. 

Mortgages. — Amounts due to mortgagees are sometimes stated 
on the liabilities side of the Balance Sheet ; preferably, however, they 
should be deducted from the asset on the security of which the mortgage 
was made. 

Sundry Creditors. — ^The Trade Creditors should not be com- 
bined with other debts Loans, bank overdrafts, and other cash debts 
should be separately stated, so also should Bills Payable. The credit 
terms customary in the trade will afford an indication as to whether 
the liabilities are abnormally heavy. If any securities or charges are 
held by creditors, the fact must be noted. Amounts due to subsidiary 
companies must be shown as a separate total. 

Accrued Liabilities, such as wages, salaries, directors’ fees, rent, 
and the like, should be separately stated after the trade debts. 

Contingent Liabilities. — These undetermined liabilities should 
be indicated in the Balance Sheet in the form of notes. 

Maintenance Fund. — A reserve under this heading appears some- 
times on the liabilities sideof a Balance Sheet. The method of creating 
and operating funds of this nature has been explained on p. 58. 

Reserves. — These have already been dealt with. They should be 
stated separately, and the reason for their creation be indicated, if 
they have been made for a specific purpose, e.g. to provide for a known 
contingency ; or for the equalisation of dividends, etc. 

In America the term “ surplus ” is commonly used instead of the 
word “ reserve." The Bank of England employs the term “ Rest.” 
The balance of profit is carried to this account, and the stockholders’ 
dividends are debited thereto, the balance standing to the credit of 
the Rest never being allowed to fall below ^£3,000,000. The student 
cannot, however, be advised to adopt the somewhat archaic methods 
still followed by the Bank. 

Preparation of Accounts in Examination Work. 

Book-keeping examination papers almost invariably contain a long 
“ working question," which requires the preparation of a Trading 
(Manufacturing) Account, a Profit and Loss Account, and a Balance 
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Sheet. The answering of this question takes up a large proportion 
of the time allotted for working the paper as a whole, and naturally 
carries a high percentage of the total marks attainable. Indeed, in the 
majority of examinations, a “ pass ” cannot be secured unless this 
question is well answered. In the author’s experience, many candi- 
dates come to grief over this question, either (a) because they fail to 
devote sufficient time to it, or (d) because they attack it without 
method, and therefore without safeguards against error. 

As a general rule, a question of this kind begins with a preamble 
detailing particulars regarding such matters as the issue of capital 
and debentures, forfeited shares, unpaid calls, and the like. Then 
follows a schedule of balances, and, at the end, a list of adjustments, or 
“ instructions,” to be taken into consideration when preparing the 
accounts. 

Now, many candidates attempt to prepare the accounts iitreci 
from the examination paper, i.e. they do not previously draw up a 
Trial Balance from the information supplied. In that way, they handi- 
cap themselves, for long examination experience proves that the time 
spent in constructing a Trial Balance, and journalising the adjustments 
to be made, is an economy in the end, and a safeguard, since it is quite 
common to find that an examinee will record one aspect of an adjust- 
ment or instruction correctly, but allow the other aspect to escape his 
memory. Moreover, although the preparation of a Trial Balance 
is not usually demanded by the terms of this kind of question, its 
inclusion with the rest of the workings frequently saves the examiner’s 
time. 

By way of practical illustration, consider the following typical 
examination question : — 


Rindges, Ltd., was registered with a nominal capital of 300,000 shares 
of £i each. 200,000 shares weie issued at a premium of 2S. 6d. per share, 
and were fully subscribed, and izs. 6d. per share, including the premium, 
was duly paid up, with the exception of a call of 2s. 6d. per share on 4,000 
shares which remained unpaid. 

In addition to the above, the following balances were extracted from the 
books as on March 31, ig. . : — 

Plant and Machinery, £3S>°°° ! Manufacturing Wages, £36,842 ; 
Machinery Repairs, £1,286 ; Freehold Factory, £62,580 ; Repairs to Factory 
Buildings, £794! Rates (Factory, £942; Office, £120), £1,062;^ Fire 
Insurances (Factory, £920; Office, £64), £984; Employers Liability 
Insurance, £1,262; Directors’ Fees, £1,000; Discount Account (Credit 
Balance), £214 ; Office Furniture, £900 ; Transfer Fees, £62 ; Apprentices’ 
Premiums, £600 ; Carriage (Inwards, £842 ; Outwards, £1,342). £2.184 ; 
Preliminary Expenses (Balance), £780; Office Expenses, £1,321; Office 
Salaries, £5.228 ; Cash in hand, £1,258 ; Power and Light (Factory), £995 ; 
Gas and Electricity (Office), £72; Cash at Bank, £12,641 ; Profit and Loss 
Account (Credit Balance from last year), £6,484; Goodwill, £25.000; 
Stock at beginning of year (Raw Materials, £6,280 ; Work in Progress, £i ,250 ; 
Finished Goods, £4,861), £12,391; Interim Dividend paid July i. W.;. 
£5,000 ; Loose Tools (at beginning of year), £2,960 ; Purchases (Net), 
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; Sales (Net), £123,872 ; Sundiy Debtors, £36,842 ; Sundry 
Creditors, £29,112. 

You are required to prepare Manufacturing and Profit and Loss Accounts 
for the year ended March 31, iQ. ., atrd a Balance Sheet as on that date. 

'When preparing these accounts, the following matters must he taken into 
consideratiorr :—(«) Stock was valued, as on March 31st, as follows: Raw 
Materials, £4,401 ; Finished Goods, £3,721 ; 'Work in Progress, £2,528, 
(6) Loo.se Tools were valued at £2,200. (c) The five apprentice.s, from 
whom £600 in fees had been received, had served only one of the three years 
of their indentures, (d) to % depreciatioir is to he written off Machiirery 
and Plant, and 5 % oil Office Furniture, (e) The balance of the Preliminary 
Expenses Account is to be written off. (/) Reserve £500 for discount on 
Sundry Debtors’ Accounts, and £1,000 for Bad and Doubtful Debts, (g) The 
following had accrued due, as on March 3rst : Wages, £360 ; Salaries, £220 ; 
Directors’ Fees, £250. 

As is usual with this type of question, the preamble contains 
details of transactions that form a necessary part of the Trial Balance. 
The first step, therefore, is to start the schedule of balances with these 
particulars as follows : — 


Share Capital : 200,000 shaic.s of £i each, tos. called up 

Premium on above, 2s. fid. per share 

Calls in arrear, as. fid. per share on 4,000 share.s 
The next step is to add the schedule of balances that 
appear in the question. The total of these amounts to 


One-half of this total must, of course, rejjresent the totals 
both of the debit and the credit balances . . . . £ 


The analysis of the balances as between debits and credits is 
the next step ; and this is quickly effected by fiist select- 
ing the credit balances, since these are always few in 
number and readily recognisable. They arc as follows : — 

Share Capital ' 

Premiums Account 

Discount (Credit Balance) 

Transfer Fees 

Apprentices’ Premiums . , . . 

Profit and Loss Account (Credit Balance from last year) , . 

Sales 

Sundry Creditors 


£ 


£ 

s. 

d. 

100,000 

0 

0 

25,000 

0 

0 

500 

0 

0 

44 S.IU 8 

0 

0 

570,688 

0 

0 

285,344 

0 

0 

100,000 

0 

0 

25,000 

0 

0 

214 

0 

0 

62 

0 

0 

600 

0 

0 

<5,484 

0 

0 

123,872 

0 

0 

29,112 

0 

0 

285,344 

0 

0 


The remaining balances must perforce be debits. By this process, 
therefore, we obtain an accurate Trial Balance. 

The remaining loopholes for error reside in the adjustments or 
instructions. The wise examinee will, therefore, draft journal entries 
setting forth these adjustments, somewhat as follows 
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Dk. Cr. 


Stock Account (B/S) . , . , 

. Dr. 


i 

10,650 

s. 

0 

d. 

0 

£ 

10,650 

s. 

{Final Stock.) 






Depreciation (Profit and 1-oss Account) . . . 

To Machinery and Plant Account (B/S) 

. Dr. 


4.005 

0 

0 

3,200 

0 








(Depreciation written oil ) 






Appteutices’ Fees (Manii/aetunng Account) . 

Dr, 


400 

0 

0 



(Fees canaed forward,) 







Profit and Loss Account . . 

. Dr. 

■ 

780 

0 

0 

780 


, (Balance written off.)* 

■ 





Reserves (Profit and Loss Account) . . . . . 

. Dr. 

■ 

1,500 

0 

0 



(Discounts and Bad Debts.) 

■ 




I , ..00 


Sundries Dr, 

Manufactuiing Wages (Manufacturing Account) 


360 

0 

0 



Directors’ Fees (Profit and Loss Account) . . 


250 

0 

0 

830 


(Amounts outstanding ) ' * 







If the question contains information which cannot be noted in the 
form of a journal entry, e.g. the existence of a contingent liability 
in respect of uncalled capital, investments held, bills discounted, etc., 
the examinee should make sure of dealing with the point or points by 
marking his question paper in the margin as follows ; “ Note Contin- 
gent LiabiUty(ies) in Balance Sheet.” 

The Trial Balance and the journalised adjustments having been 
drafted as above, a sure foundation is laid for the preparation of the 
accounts required by the question, and, in the absence of gross careless- 
ness, these precautions will ensure accounts that “ balance.” Failure 
to achieve this much-desired result appears to throw the inexperienced 
student into a state of panic, which lack of system in searching for the 
error does nothing to relieve. 

As a first step, the items in the Trial Balance and the journal adjust- 
ments should be checked into the accounts. If this fails to locate the 
error, other tests can be applied. If the difference is a round sum, 
e.g. £io or £100, it probably points to an error in arithmetic, e.g. in 
the additions of totals, or in the deductions of depreciations, reserves, 
etc. ; or it may result from a carelessly placed figure, e.g. the figure i, 
that has been reckoned in the wrong column, thus making a difference 
of 9, 90, 900 as the case may be. If the error is an uneven amount, it 
probably results from an omission, or from entering an amount twice 
over, in which case an item in the Trial Balance of the exact amount 
of the error should be sought. Another frequent error occurring in the 
hurry of examination work is the placing of an entry on the wrong 
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side of the account, and then search for an amount half that of the 
“ difference ” should reveal the error. 

Other common errors include (i) Omitting to bring down the gross 
profit into the Profit and Loss Account ; (2) Entering the opening, 
instead of the closing, stock figure in the Balance Sheet ; (3) Calculating 
Reserve for Discount on Sundry Debtors before deducting the Bad 
Debt Reserve, whereas discount should only be reserved on the good 
debts ; (4) Where depreciation appears in the Trial Balance, it has 
already been deducted from the asset, if, therefore, it is desired to 
show the deduction in the Balance Sheet, tire balance of the asset 
account, as given in the Trial Balance, must first be increased by the 
amount of the depreciation written off ; (5) Some examinees appear 
to be so accustomed to exercises which result in a profit, that when 
they encounter an examination question resulting in a loss, they 
mechanically enter the debit balance of the Profit and Loss Account 
on the liabilities side of the Balance Sheet 1 Many failures result 
from this careless error. 

The Accounts in their final form will appear as on pages loi, 
103 and 103. 

EXAMINATION QUESTIONS. 

1. State points of difference between a Trial Balance and a Balance Sheet. 
(Chartered Secretaries.) 

2 . Is there any difference between a Balance Sheet and a Statement of 
Affaiis f Submit a pro-forma example of the latter, (Royal Society Arts.) 

3. Express fully your opinion upon the methods of grouping items 
under general headings in a Balance Sheet, and stale what distinction you 
would make between realisable Assets and Debit Balances of a suspense 
nature. Give examples . (Chartered Accountants.) 

4. State the principle upon which you would marshal the Assets and 
Liabilities in the Balance Sheet of a limited company, giving reasons for the 
basis you adopt. (Royal Society Arts.) 

5. Submit the credit side of a pro-forma Balance Sheet of a limited 
company. Divide the assets you select into “ fixed ” and “ floating,” and 
describe the difference, if any, in the obligation to provide for depreciation, 
or waste, in connection with the two classes of assets. (Royal Society Arts.) 

6. What do you understand by the phrase “ the working capital of 
a company ” ? Set out with imaginary figures how it could be shown in 
accounts published for the information of shareholders. (Incoiporated 
Accountants.) 

7. Give the full and proper manner of stating and marshalling the following 
assets in the Balance Sheet of a limited company : Goodwill ; Investments ; 
Stock ; Leasehold Premises ; Fittings, Fixtures and Furniture ; Sundry 
Debtors ; The B/L or D/O for part of the stock held by the Bank by way 
of security. 

There is an uncalled liability on investments. (Incorporated Accountants.) 

8. What evidence would you call for to establish the existence of the 
following assets included in a firm’s Balance Sheet : (a) Land and Buildings ; 
(b) Investments (including Registered War Loan) ; (c) Plant and Machinery ; 
(d) Work in Progress. 

What steps would you take to verify the values put on these assets ? 
(London Association Accountants 
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9 . You have been instructed by a client to report upon the Balance Sheet 
of X. Y., a customer, to whom he has been asked to give extended credit. 

Describe the detailed enquiries you would make, before submitting your 
report, regarding the following items which appear as assets in the Balance 
Sheet : Freehold and Leasehold Works, £38,642 ; Patents and Trade 
Marks, £10,000 ; Machinery and Plant, £15,968 ; Lease and Stock (Foreign 
Branch), £3,472 ; Loose Tools, £1,576 ; Extraordinary Expenditure (Adver- 
tising carried forward), £5,000. {Chartered Accountants^ 

10 . Define : " Contingent Liability,” “ Collateral Security,” and state 
how you would treat them in the Final Accounts of a firm. {Incorporated 
Accountants) 

11 . “ Sundry Creditors, including credit balances,” is an item some- 
times seen in accounts. What in your view are the dangers of such an 
item, and in what respect could it be used for wrong purposes ? {Incorporated 
Accountants) 

12 . When preparing a Balance Sheet, upon what principle should out- 
standing consignments be valued ? {Chartered Accountants) 

13 . How would you deal with the following items when closing the books 
and preparing the accounts of a limited company : {a) 150 Ordinary Shares 
of £i each upon which ss. per share has been paid, the shares being 
subsequently forfeited by the Directors, (i) £5,000 Arcadian Government 

5% Stock, representing the investment of part of the Reserve Fund, 
purchased at loi and now quoted at 95. (c) The Stock and Fixtures at the 

company’s Exeter leasehold warehouse were valued, as at the close of the 
comp.any’s financial year, at £3,246 and £500 respectively. A few days 
later the warehouse was burnt out, and the Fire Insurance Company settled 
the claim in respect of both items for a lump sum of £4,000. {Royal Society 
Arts) 

14 . Set out below is an extract from the fiist Balance Sheet of Rubber 
Plantations, Ltd. ; — 


BALANCE SHEET. 


(Credit Side.) 

Property Account — 

Purchase Price as per Agreement with Vendor 
Expendituie on development during the year £25,862 


Less Rubber sold 981 

London Office Expenses i ,484 

Less Transfer Fees 121 


£ 

100,000 


24,881 


I. .363 


126,244 

Plantation Loans Outstanding 1,281 

Cash at Bank . . 5,872 

Bills Receivable 1,300 

Preliminary Expenses .. 1,524 


£136.121 


If you do not approve of the treatment of the figures set out in the above 
extract, criticise and amend it. {Royal Society Arts) 

15 . The firm of A., B. & Co. has branches in London and Paris. 

For 1924, A. takes the whole of the London profit, and B. manages the 
Paris branch for a salary of £1,500. 
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The expenditure in Paris commenced on January i, 1934, and until 
December 31, 1924, was all for Buildings, etc,, and Advertising, Some 
goods were, howevei, forwarded from London in December 1924 for sale 
in 1933- The goods were invoiced by London to Paris at market price, but 
charged to Paris in the London books at cost ; Paris paid 4,000 francs duty 
thereon , 

The balances on December 31, 1934, were as follows : — 


Creditor-s 

Debtors 

Buildings, etc 

Cash in hand and Balances at Bankers 

Duty 

Capital at January i, 1924 

Addition to Capital on August 31, 1924 

Drawings 

London 

Paris 

Stock 

Profit 

Advertising 


London BooKs 


Paris Books. 


£ 


Fes. 


7,700 


80,000 


15,000 


— 


10,000 


250,000 


4,000 


76,000 


— • 


4,000 

(A.) 

w 

p 

0 

0 

0 

(B.) 

100,000 


— 

(B.) 

210,000 

(A.) 

2,000 

(B.) 

70,000 


— 

(Cr.) 

160,000 

(Dr.) 

1,700 


— 


2,000 


80,000 


7,000 


— 


— • 


70,000 


Interest is to be taken at 5 % on Partners’ Capital and additions thereto, 
but not on drawings. 

Rates of Exchange can be taken as follows : — 

Average for 1924 70 

Throughout December 1924 80 

Remittances from London to Paris 80 

B, paid in his Capital, 100,000 francs at 50 and 210,000 at 70 

Fixed Assets were purchased at 50 

Prepare the firm’s Balance Sheet as on December 31, 1924. {Charteyed 
Accountants.) 

16 . The Company to which you are a Secretary has an Investment in 
A. B. & Co,, 10 % Debentures. From the following particulars prepare the 
Investment Account in the General Ledger : — 

19 , . .January 1st. Purchased £5,000 Debentures at 98, brokerage and 
stamps £62 los. 

March 31st, Sold £2,500 Debentures at loi, brokerage £6 js. 

Interest is payable half-yearly on June 30th and December 31st and 
received on due dates. Income Tax at 4s. fid. standard rate. Balance the 
Account at December 31st. (Interest to be calculated by quarters, not days.) 
{Incorporated Secretaries.) 

17 . A limited company obtained a loan of £15,000 from its bankeis, 
and deposited 200 of the company’s 6 % Debentures of £100 each as security. 

The company had previously made a public issue of 300 6 % Debentuies 
at 98, all of which had been subscribed and paid up. 

Flow should these issues be stated in the company’s Balance Sheet ? 
{Chartered Institute Secretaries.) 

18 . United Investors, Ltd., derives its income primarily from dividends 
from holdings of stocks and shares of a considerable number of different 
companies. 

Suggest a ruling for the Investment Ledger which will enable the 
accountant to trace easily the various dividends, etc., received over a period 
of years from any given holding. Assuming that the Company balances its 
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books yearly on December 31st, set out a pro-forma account showing the 
history of an investment made in May 1920, which paid dividends regularly 
in November and, in November 1922, made in addition a bonus distribution 
of shares, the holding being finally realised at a profit in February 1925. 

Hotv do you consider the profit on sale should be dealt with ? \Loadon 
Chamber Commerce!) 

19 . How would you deal with the following items when closing the 
accounts of a limited company for the year ended December 31, ig. . ? 

(i) Issue on July ist, 100 Debentures at 97, repayable in ten years from 
date of issue at par. (2) Brokerage and Expenses incurred in connection 
with the issue of the above Debentures, £250. (3) £1,000 Reserved for 

Income Tax. (Incorporated Secretaries.) 

20 . When preparing the Balance Sbeets of the limited companies con- 
cerned hereunder, how should you arrive at the correct values to 'place upon 
the undermentioned items ; — 

(a) Loans on Policies (advanced by an Assurance Company to its policy 
holders), (b) Rents on the companies’ properties outstanding at the close 
of the financial year, (c) Preliminary Expenses, including a considerable 
amount due for underwriting a new issue of Capital. (Royal Society Arts.) 

21 . In 1923 Soleil d’Or, Ltd., purchased 300 Ruritania 6 % Bonds 
repayable in 1931 at par. The Bonds were purchased at £108, and the 
expenses amounted to ,^96 4s. 

Describe any entries you may consider necessary for dealing with the 
above investment in the books of tbe Company. (Royal Society Arts.) 

22 . In a Balance Sheet, Investments sometimes appear valued at their 
curient market price ; in other cases they are stated at cost price. Which, 
in your opinion, is the more coriect method ? Give reasons for your reply, 
and state what course should be followed where the ruling market prices are 
greatly below the cost price. (Incorporated Accountants.) 

23 . Discuss briefly the case of The Ammonia Soda Company, Ltd., v. 
Chamberlain, and state your opinion of the decision from an auditor’s point 
of view, (Chdrtered Accountants.) 

24 . “ The value of the goodwill of a business naturally fluctuates in 
sympathy with the commercial success of the undertaking.” 

Comment on this statement, and give your opinion as to whether such 
fluctuations should be recorded in the books and accounts of the concern. 
(Royal Society Arts.) 

25 . The Nominal Capital of Crawfords, Ltd., consisted of 230,000 shares 
of £1 each, of which 200,000 had been issued and fully paid up. 

In order to bring the book value of their assets more in accord with present 
day values, the Company decided : (a) To add £20,000 to the Plant and 
Machinery Account, (b) To add £15,000 to the Freehold Factory Account. 
(c) To add £15,000 to the Goodwill and Trade Marks Account, (d) To issue 
the balance of the Ordinary Share Capital, amounting to £50,000, as a bonus 
of one fully paid share of £i for each four shares held. 

Submit the entries necessary to record the above transactions in the 
Company’s books. (Royal Society Arts.) 

26 . It has been stated that “ the decisions in the Lee v. Neuchaiel Asphalte 
Co. series of cases relieve limited companies from the obligation to provide 
for depreciation on fixed assets.” 

What is your opinion of the statement from the point of view of : (a) The 
legal decisions referred to ? (b) Commercial policy ? (Chartered Accountants!) 

27 . Criticise the following Balance Sheet and re-draft it in the form you 
would be prepared to certifj' it. Taking assumed figures for the purpose of 
splitting any item, state concisely the information and explanations you would 
require as Auditor, and draft your Report to the Shareholders. 
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Liabilities. 

Capital Issued : — £ s. d. £ s. d. 

6,027 6 % Cunudative Piefeience Shares 

of £i each ^ 6,027 0 o 

3,100 Ordinary Shares 3,100 0 o 

£9,127 0 o 

Deduct : — 

Uncalled Capital £162 10 o 

Calls Unpaid 207 10 o 

370 0 o 

8,757 o o 

Sundry Creditors on Open Accounts, Bills Payable, and 

Reserve for Sundry Expenses 2,385 4 1 

Suspense Account 259 1 1 5 

Payments made by Customeis for Work in Progress .. 113 10 

Reserve for Depreciation 138 i6 o 

Profit and Loss Account 1,960 7 3 

Less ; Income Tax £15 o 6 

Law Costs 60 6 o 

, 75 6 6 


i.SSs 


£13.538 13 3 

Assets. 

£ s. d. 

Machinery, Fixed and Loose Plant, Fixtuies, Fittings and 

Office Furniture 7,007 16 2 

Sundry Debtors, including Loans to Directors 2,056 3 6 

Loans 43 ° ° 

Stock, including Work in Progress 2,018 14 4 

Insurances and Salaries paid in advance 24S, 7 4 

Purchase Account .. 966 14 8 

Forfeited Shates 50 o o 

Shares held in Trust 100 o o 

Cash at Bankers and in hand t.047 17 3 

£13.538 13 3 
{Incorporated Accountants.) 

28. The undermentioned assets are the property of the Reliance Boot 

Manufacturing Co., Ltd. How should they be valued for Balance Sheet 
purposes ? {a) Twenty debentures of £100 each m the Southern Railway 

of America, representing the investment of the Reserve Fund. The deben- 
tures were purchased at par, but the market price has since fluctuated 
between 94 and 108, the former quotation being the mean market Ptice 
as on December 31, 19.., the date upon which the Balance Sheet of the 
Reliance Boot Manufacturing Co,, Ltd,, is prepared. (6) Patents, £2,000. 
This amount represents the original cost of the patent rights in a vrolting 
machine. The grant of letters patent is dated January i, 1906. (c) Cood- 

will, £5,000. This asset was purchased in 1905, at the price named, upon 
the formation of the limited company. The trading profits have steadily 
declined from £4,200 to £2,124 in four years. {London Chamber Commerce.) 

29. The business of Bruce Bros. & Co. was registered as a limited 
company with a nominal capital of £400,000, divided into 4,000 shares ot 
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£ioo each. 500 of these shares were issued as fully paid^ in part payment 
of the purchase price of the business. 3,200 of the remaining share.s were 
allotted to the public, and fully called up. 25 4J % Debentures of £1,000 
each were also issued and taken up. 

On December 31st, the following accounts remained open in the Com- 
pany’s books ; Share Capital Account, £320,000 ; Fully Paid Shares Account, 
£50,000 ; Land and Buildings, £282,000 ; Sundry Creditors, £18,485 ; In- 
vestments, £8,450 ; Cash, £6,200 ; Preliminarj' Expenses Account (Balance), 
£1,250; Goodwill Account, £15,000; Calls in Aricar, £525; Debenture 
Account, £25,000 ; Stock Account (December 31st), £g,ooo ; Plant Account, 
£78,580 ; Sundry Debtors, £28,000 ; Reserve P'und, £S,ooo ; Profit^ and 
Loss Account (undistributed balance), £7,520. Prepare a Balance Sheet 
as on December 3tst. {London Chamber Commerce^ 

30 . Roses, Ltd., was registered in 19. . with a nominal capital of £100,000, 
divided into 50,000 Ordinary Shares of £i each, and 50,000 6 % Pieference 
Shares of £i each. The Company was formed to acquire an old-established 
business. The purchase price was agreed at £50,000, payable as to £15,000 
in Ordinary Shares, £15,000 in Preference Shares (both fully paid), and 
£20,000 in cash. The balance of both classes of shares was oilered to the 
public and fully subscribed, and the amounts due, 5s. per share on Applica- 
tion, and 5s. on Allotment, were paid. The assets and liabilities taken over 
(at agreed values) from the old company were as follows ; Freehold Works, 
£15,000 ; Plant and Machinery, £6,000 ; Stock, £4,000 ; Sundry Debtors, 
£12,000; Patents, £4,000; Sundry Creditors, £1,000. Give the Journal 
entries necessary to record the above transactions in the books of the 
Company, open its Ledger and show its initial Balance Sheet. {Royal 
Society Arts.) 

31 . The following Balance Sheet was issued by the Eldorado Planta- 
tions, Ltd. : — 


BALANCE SHEET, 

Dr. 


Issued Sluire Capital .. igo.ooo 
Less Calls in arrear « . . . 8,000 

— 183,000 

Bank Loan 48,000 

Sundry Creditors . . . . 3,647 

Bills Vayable .. .. .. *. 32,100 

Profit and Loss Account- 
Profit for the year . . . . 9,120 

Less Intenra Dividend paid 9,100 

20 

Depreciation Fund . . . . . . . . 5,000 


j£27o,767 


DECEMBER 31, 19... 

Cr. 

i 

Leasehold Land, Buildings, and 


MacJiiiicry .it cost . . 300,000 

Railway, Wharf, Motor Boats, 

Live Stook, etc., at cost £12,000 
Less Dcpieciatioii , . . . 500 

11,500 

Expenditure on 19 . . Crop to date . . 48,400 

Expcndituie on 19. . Ciop to date .. 085 

Advances to Coolies and Sundry 

Debtors . . . . 6,850 

Exchange Suspense Account .. .. 392 

Cash on Plantation 

Cash at Bankers in London 1,090 


£270,767 


You are asked to criticise this Balance Sheet from the point of view of 
a jprospective shareholder. If you desire any further information before 
giving your opinion, submit the letter which you would address to the 
secretary of the company. {Chartered Institute Secretaries) 

32 . The directors of a limited company issued the understated account 
to theii shareholders. Do you approve of this document ? If not, what 
amendments do you suggest ? 
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L 

500.000 

100.000 
10,000 


To Share Capital 
„ Reserve Fund 
„ Sinking Fund for Leases 
„ Moitgages and olhei out- 
standing Liabilities . . 535,000 
,, Balance carried down . . a8,ooo 

^£1,173,000 


To Interim Dividend paid 
,, Balance carried forward 


£ 

25,000 

3,000 

£28,000 


Cr. 

£ 


By Land, Buildinp, Plant, 

Stock, Furniture, and 

Goodwill 1,007,000 

„ Debtors, Cash, Invest- 
ments, and Sundry 
Debtor Balances . . 166,000 


By Balance brought down 


£1,173,000 

f 

28,000 


£28,000 


{Loudon Chamber Commerce.) 
33 , At a recent examination, the understated Balance Sheet was sent 
in by a candidate. Have you any ciiticism to offer upon it ? 


BALANCE SFIEET, DECEMBER 31ST. 

Messrs. A. & B. 

Dr. 

Assets. £ 

Plant Account 4,000 

Debtors .. 

Less Reserve (31/12/19. .) .. 410 


Liabilities. 

A.'s Capital £3,000 

Add Interest 150 


A.'s Drawings 

D.'s Diawings 

Kepalrs 

Stock (Jan. ist) . . . . . . £3,200 

Stock (Lee. 31st) 4,000 

Cash . . . . 


7,790 

300 

200 

120 


7,200 

420 


B.'s Capital 
Add Interest 


£3,000 

100 


Cr. 

£ 


3,150 


2,100 


Crcclilois 9,800 

A. 's Profits .. 1,800 

B. ’s Profits 1,800 

Depreciation on Plant 200 

Reserve for Debtors (Jan. ist) . . . , 350 

Balance 830 


£20,030 £20,030 

{London Chamber Commerce.) 

34 . Criticise the Balance Sheet set out hereunder. If you do not approve 
of it, amend it. 

Blanks, Limited. 

BALANCE SHEET FOR THE YEAR ENDING DECEMBER 31, iQ... 


Dr. 


Ordinary Share Capital . . . . £86,000 

Less Forfeited Shares . . 400 

— 85,600 

Preference Share Capital . . . . . . 100,000 

Depreciation Fund ' 2,500 

Debentures— -1,000 Debentures of £100 
each, at 5 %, issued at go . . . . 90,000 

Bank Overdraft and Sundry Creditors 15,862 
Piofit for the year . . . , £12,850 

Balance from last year . . . . 3,250 


15,100 

Less Pi eftr^noe Dividend and 
proposed Ordinary Dividend 13,560 

1,540 


£295,502 


Cr. 


Stock on hand .. 33,000 

Uncompleted Coiiliacls 168,992 

Cash 2,210 

Goodwill and Trade Marks 56,000 

Plant and Machinery .. 24,600 

Sundry Debtors 10,200 

Unpaid Calls 1,500 


£295,502 


{Chartered Accountants.) 
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35 , Report folly in what lespcct the following Balance Sheet is not in 
accordance with the Companies Consolidation Act, iyo8, or established 
practice. Illustrate by re-drafting same in proper foim. 


BALANCE SHEET OF F.A.Q. CO., 

Dr. 


To Stock-in-Trade 8,412 

,, Book Debts .. 16,301 

,, Buildings 41,120 

„ Plant and Machinery 79,480 

„ Profit and Loss Account.. £3,078 
„ Ltfss Shares cancelled .. 4,000 

4,078 

„ Cost of Issue of Debentures .. .. 641 

„ Bills receivable not yet due .. 4,500 


LTD., AS ON APRIL i, 19.., 

Cr. 

C 

By I-oan on MortgaRe of Co.’s Property 30,000 

,, Trade Liabilities 16,412 

„ Capital: £i20,( 100 m Shares 
of £1 each, all issued, 

10s. paid up . . . . £60,000 

„ Lms8,ooo Shares cancelled, 

10s. paid 4,000 

— 56,000 

„ Reserve Fund 14,500 

,, Debentures issued 40,000 

Hills p.iyable 8,420 


£155,332 


fr55,33^2 

I have examined the above Balance Sheet and find same correct. 


X.Y.Z., Auditor. 
{Incorporated Accountants.) 


36 . The following items have been e.xtracted from the debit sides of 
various Balance Sheets : Marine and Fire Insurance Reserve ; Dilapidations 
Reserve ; Rebate on Bills not due (Bank) ; Forged Transfer Fund. 

Give your interpretation of these items, and briefiy state how they have 
been created in the books of the various companies. {Royal Society Arts.) 

37 . The following items appear on the assets side of the Balance Sheet 
of a limited company i — 


(a) Discount and Expenses on Debentures issued during 

the year 

(i) Patents at Cost (granted seven years ago) 

(c) Leasehold Property at Cost £10,000 

Additions during the year . . . . 2,000 

(Lease expires 5 years hence,) 


8,500 

6,840 


12,000 


If, in your opinion, any provision is necessary in order to reduce the 
book values of the above items, describe the principle upon which such 
provision should be based. {Royal Society Arts.) 

38 . The books of Tanner, Blacker & Co., Ltd., leather manufacturers 
and merchants, show the following balances on December 31st : — 

Share Capital Authorised and Issued : 1 00, 000 7 % Preference Shares 
of £i each, £100,000 ; 200,000 Ordinary Shares of £i each, £200,000. 
Freehold Land and Buildings, £216,000 ; Rent of Leasehold Premises, £500 ; 
Stores and Material on hand, January ist, £30,000 ; Repairs of Buildings, 
£400 ; Rates, £2,780 ; Insurance Premiums, £350 ; Freight Charges Out- 
wards, £700 ; OiSce Furniture, £250 ; Purchases, £90,000 ; Sales, £180,000, 
Balance at Bank, £4,500 ; Cash in hand, £500 ; Bills Receivable, £6,000 ; 
Bills Payable, £3,000; Wages, £i6,ooo ; Plant and Machinery at written 
down cost on January ist, £115,000 ; Repairs to Machinery, £4,000 ; Salaries, 
£2,500 ; Sundry Trade Expenses, £1,620 ; Sundry Office Expenses, £750 ; 
Debtors, as per Sales Ledger, £6,000 ; Creditors, as per Purchases Ledger, 
£8,000 ; Directors’ Fees, £1,000 ; Audit and Accountancy Charges, £150 ; 
Credit to Profit and Loss Account on January ist, £8,000. 



THE BALANCE SHEET 


III 


At December 31st, survey of the Stock shows its value at £50,000, and 
Work in ProKtess value £15,000. 

Payments in Advance amount to £150 on account of Insurance, and £150 
on account of Rates. 

Provide £4,000 on account of Income Tax, £300 on account of accrued 
Wages, £5,000 for Contingencies Reserve, and £500 Provision for Bad Debts. 

Depreciate p'leehold Promises at the rate of 3 % per annum, and Plant 
and Machinery at the rate of 10 % per annum. 

Prepare Trial Balances, and after making the necessary adjustments, 
prepare a ’I'rading Account, a Proiit and Loss Account, and a Balance Sheet. 
(Incorporated Accountants.) 

[Noi'E. — S tudents should also work some of the long Exercises which appear 
at the end of Chapter XII.] 



Chapter VI 
PARTNERSHIP 
I. Legal 

Contributed by E. B. V. Christian, LL.B. 

Note. — All references to Sections, etc., in this chapter aie to the Partner- 
ship Acif 1890, unless otherwise stated. 

The Law of Partnership is one of the branches of the law that has 
been consolidated and codified, and is therefore easy of reference. 
The three governing Acts are : — 

(1) The Partnership Act, 1890. — This is the Statute which codified 
and consolidated the law of partnership as it had been established 
by a long course of commercial usage and judicial decisions. 

(2) The Limited Partnership Act, 1907. — ^This Act makes it 
possible to limit the liability of a partner, so that a partnership 
may comprise one or more general partners, exercising the ordinary 
powers, and subject to the ordinary liabilities of partners, and one 
or more partners with limited powers and limited liability ; but no 
partnership may consist solely of limited partners (see p. 132). 

(3) The Registration of B 7 tsi 7 iess Names Act, 1916. — This Act, 
one of the War-time measures, compels registration of the true 
names of all the members of a partnership when the firm name of 
the partnership does not consist of those names (see p. 115). 

It should be clearly understood, at the outset, that the relationship 
between partners may be whatever the partners mutually agree 
between themselves that it shall be, and that such agreement may 
lie evidenced by writing, or be inferred as a fact from the course of 
conduct pursued by the partners. It is only in the absence of any 
agreement, express or implied, between partners, modifying or 
abrogating the provisions of the Partnership Act, 1S90, that that Act 
regulates the partnership relation of the paiT-ners inter se. 

Definition of Partnership. — “ Partnership is the relation which 
subsists between persons carrying on business in common with a 
view' of profit ” (S. i). Another definition suggested by Sir Frederick 
Pollock in his Digest of the Law of Partnership (nth edition, p. 4) is 
“ Partnership is the relation which subsists betw'een persons who have 
agreed to share the profits of a business carried on by all or any of them 
on behalf of all of them. ” 
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The Act declares (S. 2) that the relation between members of any 
company or association which is registered under the Companies 
Acts ; or incorporated by any other Act of Parliament, or letters 
patent, or Royal Charter ; or a company engaged in working mines 
within and subject to the jurisdiction of the Stannaries, is not a 
partnership. 

The existence of a business is essential to the idea of partnership, 
and the term “ business ” includes every trade, occupation, or 
profession. 'I’he association of a number of persons for the purpose 
of forming a club, or a friendly society, or for charitable purposes, 
does not constitute those persons a partnership. Nor does the joint 
ownership of property by itself involve partnership, Two men may 
own a house and divide the net income derived therefrom without 
being partners. A may own a theatre and pay the general expenses of 
the theatre, B may provide and pay the acting company, and A and 
B share the gross receipts, without being partners (S. 2). But the use 
of the joint property for profit to be divided between the owners may 
create a partnership. If the joint owners of a house furnish it and 
let lodgings, and divide the profits, they are carrying on a business in 
partnership. 

What Creates Partnership. — It is often important to ascertain 
whether a partnership exists, either to determine the rights of the 
parties between themselves, or (more often) that creditors may know 
by whom payment of their debts is to be made. Compulsory registra- 
tion of partnerships, in cases where the firm name does not disclose 
the true names of the partners, has made the task easier ; but since 
the partners may have failed to register, the tests of the existence 
of the partnership relation are still important. 

The receipt by a person of a share of the profits of a business is 
prima-facie evidence that he is a partner in the business (S. 2 (3)). 
But this prima-facie evidence may be capable of rebuttal. 

Where losses are shared as w'ell as profits the presumption is stronger, 
but even that is not conclusive. If the agreement is in writing, the 
fact of partnership and the intention of the parties are to be deduced 
from the whole document. “ The question is whether there was a 
joint business or whether the parties were intending to carry on the 
partnership as agents for each other” [Hawksley v. Outram, [1892]. 
See also Cox v. Hickman, [i860]). 

The Act expressly declares that certain things shall not of them- 
selves create a partnership : — 

By S. 2, ss. (i) and (2), joint tenancy, tenancy in common [two 
methods of holding real property], joint property, common property, or 
part ownership [words appropriate to and covering both realty and per- 
sonalty] does not of itself create a partnership as to anything so held 
or owned, whether the tenants or owners do or do not share any 
profits made by the use thereof. Nor does the sharing of gross 

9 
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returns, whether or not the persons sharing have a joint interest in 
the property from which tlie returns are made. 

By S. 2 (3), the receipt by a person of a share of the profits of a 
business, or of a payment contingent on or varying with the profits 
of a business, -does not of itself make him a partner in the business ; 
and in particular 

{a) The receipt by a person-of a debt or other liquidated amount 
by instalments or otherwise out of the accruing profits of a business, 
does not of itself make that person a partner in the business. 

{b) A contract for the remuneration of a servant or agent of a 
person engaged in business by a share of the profits of the business, 
does not of itself make the servant or agent a partner in the business, 

(c) The receipt by the widow or child of a deceased partner 
by way of annuity of a portion of the profits made in the business, 
does not of itself make the widow or child a partner in the business. 

(d) A loan to a person or to partners engaged or about to engage 
in any business on a contract that the lender shall receive a rate of 
interest varying with the profits, or a share of the profits, does not 
of itself make the lender a partner in the business, provided that 
the contract is in writing and signed by or on behalf of all the parties 
thereto. 

(e) I'he receipt by a person by way of annuity or otherwise of a 
portion of the profits of a business in consideration of the sale by 
him of the goodwill of the business, does not of itself make the 
recipient a partner in the business. 

But the lender in (d) and the vendor in (e), if the borrower or the 
purchaser becomes a bankrupt, or enters into an arrangement with 
his creditors to pay them less than 20s. in the jT, or dies insolvent, 
cannot recover anything for his loan or sale of the goodwill until all 
other persons who are creditors at the date of the insolvency are paid 
in full (S. 3). A pretended repayment and fresh advance will not 
evade the statute. But a genuine repayment and advance on diflercnt 
terms may enable the lender to ruvik pari passu with the other creditors. 

Finn Name. — ^Persons who have entered into partnership are 
called collectively a “ firm,” and the name under which the business 
is carried on is the “ firm name.” A man may in England call himself 
by any name he chooses, and a firm may take any name it likes, provided 
no fraud is intended thereby. There is not property in a firm name 
as there is in a trade mark, but the Courts will prevent a name being 
assumed, or used, in such a way as to induce the public to believe that 
they are dealing with persons already known by the same name. So 
the partners carrying on the business of Day & Martin, blacking 
manufacturers, who had acquired their rights from the original 
producers, although no partner remained bearing either of those 
names, obtained an injunction against a Mr. Day and a Mr. Martin, 
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who also traded as blacking manufacturers. But there must be 
intent to deceive before the Court will grant an injunction. 

Registration of Business Names. — There was formerly no regis- 
tration of firms, and it was often difficult to ascertain who were the 
partners. Under the Registration of Business Names Act, 1916, there 
must be registration of any firm name which does not consist of the 
true surnames of all the partners, without any addition, except the 
Christian names (or first or forename) or the initials, or recognised 
abbreviations of these names.* The registration must disclose the 
business name, the nature of the business, the principal place of business, 
and in respect of each partner his present Christian name and surname, 
and any former Christian name and surname, his nationality, and 
his nationality of origin if that is different, his usual residence, and 
other business occupation, if any. The date of the commencement of 
the business must be stated if it began after zznd December, 1916. 

Not only must the partners’ names and nationality, if not British, 
be registered, but these particulars must be stated in all trade catalogues, 
circulars, showcards, and business letters. Curiously enough, invoices 
are omitted from this list of documents. 

The penalty for not registering is a fine not exceeding per day 
while the default continues. But there is a further consequence, 
the extreme severity of which marks the War-time origin of the Statute. 
A firm in default cannot enforce any contract by process of law. No 
debt due to a firm that ought to be registered, but is unregistered, can 
be recovered. The Courts have power to grant relief where non- 
registration is accidental, or inadvertent ; or where circumstances 
make it just and equitable to grant relief ; and, in fact, relief is generally 
granted subject to terras as to costs. 

The firm name is merely a short way of referring to the partners 
collectively. A firm is not in England a separate entity, i.e. a legal 
person. Scots law differs in this respect. 

Partnership Must be Legal.— -No partnership to carry on the 
business of banking may have more than ten partners, nor any other 
business more than twenty.f And the objects of the partnership must 
be legal. The allegation of a partnership between Iiighwaymen in 
an action for accounts was visited with serious consequences, not only 
to the parties, but also to solicitor and counsel who appeared for the 
plaintiff. A partnership for selling smuggled goods is illegal, or for 
bookmaking contrary to the Betting Act, or secret pawnbroking. A 
solicitor cannot enter into partnership with a person not a solicitor ; 
partnership cannot exist between barristers. 

Infant as Partner— A partner must be capable of contracting. An 
infant is not bound by a partnership contract and may repudiate, or 

* The Act applies also to an individual carrying on business in a name 
Other than his own. 

t {Companies Act, igag, SS. 357 and 358.) 
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adopt, the contract on his coming of age, but he cannot recover any 
premium paid if he has derived real benefit from the contract. Where 
a firm with an infant partner is insolvent, a receiving order cannot be 
made against the whole firm, but may be made against the firm other 
than the infant partner. 

The Partnership Agreement.— A partnership agreement need 
not necessarily be in writing. A written contract is extremely desirable ; 
but (unless the partnership is for a period of more than one year, in 
which case, by the provision of the Statute of Frauds, the agreement 
must be in writing) an oral agreement is valid. Written agreements 
are sometimes under seal, sometimes under hand only. An unsigned 
draft agreement, if acted upon by the partners, or an informal memor- 
andum, initialled by the partners, and intended as instructions for a 
formal document, may be evidence of the terms of partnership. The 
original agreement, even if in writing, may be varied by oral agreement, 
and a mode of dealing in which all the partners have acquiesced is 
evidence of such a variation. With respect to a partnership agreement, 
it is to be observed, that all parties being competent to act as they 
may agree amongst themselves, they may, by mutual consent, put an 
end to it or vary it at any moment. The terms of such variations 
may be evidenced in writing, or solely by the conduct of the parties, 
and their mode of conducting the business {England v. Curling, [1844]). 

But although it has been held that usage, uniform and without 
variation, not strictly in accordance with the Articles of Partnership, 
is evidence of a new agreement by the partners, and is as binding 
as if it had been originally clearly prescribed by the Articles, yet 
where Articles of Partnership provided that the share of a deceased 
partner in the assets should be ascertained by reference to the annual 
account made up to the 30th of April next after his death, and there 
had not been any case of death during the continuance of the partner- 
ship, it was held that there could be no practice or usage uniform and 
without variation, since the case had never arisen ; and further that 
the assets should be taken at their fair value at the date of the account, 
and not at their value appearing in the books of the partnership 
{Cruikshank v. Sutherland, [1922]). 

Contents^ of Partnership Agreement. — A partnership agreement 
or deed (for it may be under hand or under seal), if it is to deal with 
all the matters to be regulated, cannot well be short. Brevity is generally 
achieved only at the cost of incompleteness, though where the terms 
provided by the Partnership Act are such as the parties desire, it is 
possible to shorten the document to some extent. But Lord Lindley 
has pointed out that such omissions are not to be recommended, 
It is desirable that the partnership agreement shall be, as far as 
possible, a complete code to which the partners may refer, should 
need arise. A partnership agreement usually deals with the following 
matters 
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(a) llie film name, the business to be carried on under that 
name, and the address or addresses at which the business is to be 
transacted. 

(/;) The commencement and duration of the partnership. 

(c) Power for a partner to retire after notice given, if that is agreed. 

(d) The capital of the partnership fixed or otherwise, and the 
shares in which the partners are to be entitled to it. Interest on 
capital. 

{e) Provisions for bringing in further capital, and for loans by 
partners to the firm. Interest on loans. 

(/) proportion in which profits and losses are to be divided 
between the partners. 

(^) Partnership salaries, if any. In the absence of agreement no 
salary is payable. 

(A) The drawings of the partners. Interest on drawings. 

(f) The bankers of the partnership. All moneys received to 
be paid into the bank. Powers of partners to sign cheques, accept 
bills, etc. 

(;) The payment of rent and other necessary outgoings. 

(A) The duties of the partners, such as requiring them to be 
just and faithful to the others, to render accounts, and to devote 
their whole time to the conduct of the business, or such time as 
may be agreed. 

(/) Such restrictions as preclude a partner from being concerned 
in any other business, or engaging or dismissing clerks without 
the consent of the other partners, or pledging the credit of the firm 
except in the ordinary course of business, or giving credit to forbidden 
persons, or entering into contracts in excess of a stipulated sum 
without the consent of the other partners. 

(?«) Further restrictions preventing a partner from becoming 
bail, or surety, or security for persons outside the partnership, or 
assigning or charging his share in the partnership business, or 
releasing debts due to the firm, and a stipulation that each partner 
shall pay his own private debts, and indemnify the firm’s property 
against private claims made upon him. 

(«) The keeping of proper books of account. Books always 
to be available for inspection by any partner. The periodical taldng 
of accounts. Arrangements for audit, if any. 

(0) The creation of a reserve fund. 

{p) Provision that the death or retirement of one partner shall 
not dissolve the partnership as regards the remaining partners. 

{g) The winding-up of the business on the determination of the 
partnership, with or without special stipulation as to the value of 
the goodwill. It is usual to have a clause enabling surviving or 
continuing partners to purchase the share of a deceased or x'etiring 
partner, and, frequently, to pay the purchase money by instalments; 
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with or without giving security for t!ie unpaid balance. Interest 
is usually payable on the outstanding balance. Joint assurance 
policies on the partners’ lives are sometimes taken out in order to 
provide the necessary funds for this purpose. 

(r) Provisions as to basisonwhicli the goodwill and other assets of 
the business are to be valued on the death or retirement of a partner, 
(i) Power for a partner to bring a son into the firm. 

(t) Power in the event of gross breaches of duty by one partner 
for the other partners to expel him from the firm, and to enable 
them to sign any document necesssary for effecting the expulsion. 

(m) An arbitration clause. This is more valuable in the case of 
a partnership than in many other cases where arbitration is resorted 
to. Questions arising between partners, often involving the taking 
of accounts, are better determined in the quiet and privacy of the 
arbitration room than they are in Court. 

Numerous variations in these clauses may be made to meet special 
circumstances and needs. 

Relations of Partners to Persons Dealing with Them. — It is 
the characteristic feature of partnership law that a partner is both a 
principal and an agent : a principal binding himself by his acts done 
on behalf of the firm, and an agent by the same acts binding his partners. 
Every act of a partner, carrying out in the usual way business of the 
kind transacted by the firm, binds the partners, unless, in fact, the 
partner had no authority to act for the firm in tlie particular matter, 
and the person with whom he deals either Imows that he has no authority, 
or does not know or believe him to be a partner (S. 5). 

Whatever private arrangements partners have between themselves, 
the persons dealing with them are entitled to assume that in matters 
within the scope of the partnership business each partner is authorised 
to bind the firm. In a trading partnership,’*' therefore, every partner 
may bind the firm by selling the firm’s goods, buying goods on account 
of the firm, receiving payment of debts due to tlie firm, engaging 
servants for the partnership business, accepting bills, borrowing 
money on the firm’s credit, pledging the firm’s goods, or creating an 
equitable mortgage by deposit of deeds. On the other hand, one 
partner cannot bind theother partners by deed without express authority, 
nor can he bind the firm by giving a guarantee in the name of the firm, 
even if it is a reasonable and convenient thing to do in the circumstances, 
unless it is the custom of the firm, or the general custom of firms engaged 
in the same business, so to do. 

If the firm is a non-trading firm there is no implied authority 

* A trading busine.ss is one which involves the purchase and sale of goods. 
But not every business which involves the expenditure of money for goods 
which the business requires is a trading business. A partnership for the 
purpose of running a cinema is not a trading business. {Higgins v. Beauchamp, 

[1914])- 
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to borrow. Architects, e.g., do not usually borrow money, so that 
there is no implied power for an architect to bind his firm by 
borrowing. Nor is there implied power for partners of a non-trading 
partnership to accept bills, or pledge chattels '* on behalf of the 
firm. At least the onus is on a claimant to piove that giving bills or 
pledging chattels is usual or necessary in the business. 

Where there is what is called a dormant or slee/yinii partner, usually 
a partner who contributes capital to the firm, and receives a share of 
the profits, but who takes no active part in the management of the 
business, and does not hold himself out as being a partner, or disclose 
his name in the firm name, the presumed agency of the active partners 
is probably rebutted. But it is more difficult now than it was formerly 
for such a state of things to arise, in view of the need for registration. 

When a partner exceeds his authority, the other partners may 
adopt the transaction. If they do so they are bound by it. They may 
be bound, also, if they have notice of the transaction and do not repudiate 
it. A mere complaint to the partner exceeding his authority, 
not followed by any other step, would probably be held insufficient 
repudiation, and the firm would be bound. 

Where money borrowed by one partner, in the name of the firm, 
without the authority of his co-partners, has been applied in paying 
off debts of the firm, the lender is entitled to repayment by the firm 
of the amount which he can show to have been so applied. And the 
same mle extends to money bona fide borrowed and applied for any 
other legitimate purpose of the firm (Lindley on Partnership). 

Where a partner pledges the credit of the firm for a purpose 
apparently not connected with the firm’s ordinary course of business, 
the firm is not bound, unless he is in fact specially authorised by his 
partners ; but this does not affect any personal liability incurred by 
an individual partner (S. 7). 

Questions arise sometimes when a partner raises money by giving 
negotiable securities in the firm name for the purpose of satisfying his 
private debt, or pays his private debt out of partnership funds. The 
person lending money in such a case must be prepared to show that the 
partner had in fact authority to act as he did, or that the other partners had 
so acted as to give reasonable ground for supposing that such authority 
had been given, in which case the firm may be bound by estoppeLf 

♦ Chattels. — Goods movable, e.g. oxen, furniture, jewellery, etc. {chattels 
personal) and goods immovable, e.g. an interest in land, other than a freehold 
interest (chattels real), which belong immediately to the person of the owner are 
termed chattels, as opposed to chosesin actum, e.g. debts, bonds, etc., of which a 
man has nottheactual possession, but to which he has rights enforceable at law. 

t Estoppel.— If one person, A, either by his words or his conduct 
induces another person, B, to believe in a state of facts and act upon that 
belief, then A mav be eswjiped, i.e. precluded from setting up the real facts, 
and the righls as between A and B may be regulated not by the state of the 
facts as they actually are but by the state of the facts as A represented them 
to be. 
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If the partners agree that a restriction shall be placed on the 
authority of one or more partners to hind the firm, nothing done in 
contravention of the agreement is binding on the firm with respect to 
persons having notice of the agreement (S. 8). But, of course, the 
restriction does not affect persons having no such notice. 

_ Liability of Partners— Every partner in a firm is liable jointly 
with the other partners, and in Scotland severally [= separately] 
also, for all debts and obligations of the firm incurred while he is a 
partner ; and after his death his estate is also severally liable in a due 
course of administration for such debts and obligations, so far as 
they remain unsatisfied, but subject in England to the prior payment 
of his separate debts (S. 9). 

Where, by any wrongful act or omission of any partner acting in 
the ordinary course of the business of the firm, or with the authority 
of his co-partners, loss or injury is caused to any person not 
being a partner in the firm, or any penalty is incurred, the firm is liable 
therefor to the same extent as the partner so acting or omitting to 
act (S. 10). 

The firm is liable to make good a loss : — • 

(a) Where one partner, acting within the scope of his apparent 
authority, receives the money or property of a third person and 
misapplies it ; and 

(i) Where a firm in the course of its business receives money 
or property of a third person, and the money or property so received 
is misapplied by one or more of the partners, while it is in the 
custody of the firm (S. ii). 

The liability under S. 9 is joint ; under SS. 10 and ii it is joint 
and several. 

If judgment is recovered against the firm on a joint liability, each 
partner is liable for the whole amount of the judgment. But if the 
plaintiff sues individual members of the firm, and recovers judgment, 
he cannot afterwards sue other partners, even if he did not know that 
they were partners when he recovered judgment {Kendall v. Hamilton, 
[1879]). The defendant in such an action may apply to the Court to 
order that the other joint debtors be added as defendants. Since the 
estate of a deceased partner is severally liable, the fact that judgment 
has been obtained against the firm docs not prevent the creditor suing 
the personal representatives. 

Where the liability is joint and several, the fact that judgment has 
been obtained against one partner does not prevent the creditor suing 
the other partners. 

Enforcing a Judgment Against a Firm. — Where a creditor of 
a partnership has secured judgment against a firm he may issue 
execution against any property of the partnership. He may also issue 
execution against the goods of an individual partner who was personally 
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served with the w^rit as a partner, and has not entered an appearance, 
or who has appeared in his own name as a partner, or has admitted 
on the pleadings that he is a partner. If the plaintiff seeks to issue 
execution against a person who has not been so served, or who has not 
appeared as a partner, or admitted that he is one, he must apply to 
the Court for leave. If the fact of partnership is then denied, the 
Court will first hear and decide the issue whether the respondent is a 
partner. 

Liability for Wrongs. — It is essential in order to establish lia- 
bility to show that the wrongful act was done in the ordinary course of 
the partnership business. 

A and B are solicitors practising in partnership. C, a client of the 
firm, entrusts money to A to be invested in a specific security. A mis- 
appropriates the money. B knows nothing of the transaction. B is liable 
since it is part of the ordinary business of solicitors to invest in specified 
securities {Blair v. Bromley, [1847]). But in a case similar except that C 
gave to A only general instructions to invest the money as A thought fit, 
B is not liable for A’s misappropriation of the money, since it is not the 
ordinary business of solicitors to receive money to be invested at their 
discretion {Harman v. Johnson, [1853]). 

The question is whether the wrongdoer was acting as agent for 
the firm and within the apparent scope of his agency. 

If a partner, being a trustee, improperly employs trust-property 
in the business or on account of the partnership, no other partner is 
liable for the trust-property to the persons beneficially interested 
therein, unless he has had notice of the breach of trust ; but if the 
money is still in the firm’s possession or under its control, the bene- 
ficiaries may follow and recover it (S. 13). 

Holding Out. — ^A person may become liable as a partner without 
actually being one, if he “ holds himself out ” to be a partner. If 
he i-epresents himself to be one, or knowingly allows himself to be 
so represented, and on the faith of such representation credit is given 
to the firm, he is liable to the creditor. He is estopped from denying 
the character which he has assumed, and on the faith of which the 
creditor acted (S. 14 (i)). A man who has retired from a firm, but 
has given no notice of dissolution of partnership, and allows his name 
still to be used as part of the firm name may be liable on this ground. 
But the continued use of a deceased partner’s name as part of the firm 
name does not of itself impose any liability on the deceased partner’s 
estate for partnership debts contracted by the firm after his death 
(S. 14(2)). _ 

Incoming and Outgoing Partners. — A person admitted as a 
partner into an existing firm does not thereby become liable to creditors 
of the firm for anything done before he became a partner. A retiring 
partner does not cease to be liable for debts incurred before his retire- 
ment (S. 17). An agreement by continuing partners to indemnify 
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a retiring partner is usual ; and if the creditor by express agreement, 
or agreement to be implied from the course of his dealing with the 
new firm, consents to look to the new firm for payment, then the 
retiring partner is discharged from liability. There is then a novation 
of contract, i.e. the creditor has exprcssedly or impliedly accepted 
the new firm as his debtors instead of the old. 


A and B were bankers in partnership, C and D wcte admitted as new 
partners, and notice was given to all creditors. A died, and subsequently 
B died. C and D continued to carry on the business, but became insolvent. 
Depositors who knew of A’s death, but had continued afterwards to receive 
interest on their deposits, and had proved as creditors in the bankruptcy 
of C and D, cannot afterwards sue A's estate {Bilborotigli v. Holme'!, [1876]). 

A mere agreement between the old partners and incoming partners 
that the new firm shall discharge the old firm’s debts does not give 
to the old firm’s creditors a right to sue the new firm. There must be 
an agreement between the firm as newly constituted and the creditor 
before action by him will lie against the new firm. Creditors cannot 
enforce a contract to which they are not parties. 

A continuing guarantee given either to a firm or to a third person 
in respect of the transactions of a firm, is revoked as to future transac- 
tions by any change in the constitution of the firm, unless the contrary 
is agreed (S. 18). 

Relationship of Partnets to One Another. — The mutual rights 
and duties of partners, whether stated in a p.artnership agreement or 
defined by the Act, may be varied by the consent of all the partners, 
and such consent may be given expressly, or be inferred from a course 
of dealing (S. 19), So where articles of partnership provided for a 
valuation of partnership property, to be made on the annual account 
day, for the purpose of settling partnership profits, and a valuation 
was for many years made and acted on by all the partners, it was not 
open to a partner or his personal representative to challenge the 
accepted mode of valuation, even though inconsistent with the terms 
of the articles {Coventry v. Barclay, [1864]). 

All properly originally brought into the partnership stock, or 
acquired by purchase or otherwise on account of the firm, or for the 
purposes and in the course of the partnership business, is partnership 
property, and must be held by the partners exclusively for the purpose 
of the partnership in accordance with the partnership agreement ; 
and, unless a contrary intention appears, property bought with money 
'^belonging to the firm is deemed to have been bought on account of 
the firm (SS. 20, 21). So, when a firm bought land and the conveyance 
was taken in the name of one partner, the land was partnership property, 
’ii^here one partner bought shares in his own name and without the 
authority of the other partners, but with the money and on account 
of the firm, the shares were partnership property. A partner renewing 
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the lease of partnership offices in his own name holds the lease in trust 
for the firm. 

Where any land, or any heritable interest therein has become 
partnership property, it shall, unless the contrary intention appears, 
be treated as personal or moveable estate, not real estate (S. 22). 
Land acquired for partnership purposes was usually conveyed to the 
partners as tenants in common ; but, by S. 24 of the Law of Property 
Act, 1925, an undivided share of land is not now capable of being 
created, and where land is conveyed to persons in undivided shares 
the conveyance takes effect as if conveyed to them as joint tenants 
upon “ the statutory trusts.” These trusts are to sell the property 
(but with power to postpone the sale) and to stand possessed of the 
net proceeds of sale so as to give effect to the rights of the persons 
interested in the land. Freehold or leasehold property belonging to 
the partnership will, therefore, be held in future upon trust for sale ; 
but no sale will be made until the persons holding the majority of the 
interests desire a sale, and presumably their right to require a sale will 
be controlled by the terms of the partnership agreement. Obviously 
a sale of the premises w'hei'e the partnership business is carried on 
might ruin the business. 

Rights and Duties of Partners inter se. — The Act contains 
important rules declaring the rights and duties of the partners. By 
S. 24 the interests of partners in the partnership property and their 
rights and duties in relation to the partnership shall be determined, 
subject to any agreement expressed or implied between the partners, by 
the following rules : — 

(i) All the partners are entitled to share equally in the capital 
and profits of the business, and must contribute equally towards 
the losses whether of capital or otherwise sustained by the firm,* 

(3) The firm must indemnify every partner in respect of pay- 
ments made and personal liabilities incurred by him — 

(a) In the ordinary and proper conduct of the business of 

the firm ; or 

(b) In or about anything necessarily done for the preservation 

of the business or property of the firm [such as money 
found to pay a pressing debt]. 

(3) A partner making, for the purpose of the partnership, any 
actual payment or advance beyond the amount of capital which he 
has agreed to subscribe, is entitled to interest at the rate of five per 
cent, per annum from the date of the payment or adv'ance. 

* The skill of a partner may be of value to ihe firm out of all proportion 
to the capital he brings in. Where the partners have not apporliorred profits 
the Court will not do so. “ Equality is equity, not as being absolutely just, 
but because it cannot be known that any particular degree of inequality la 
more just ” (Pollock, Digest of the Law of Partnership, p. 83). 
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(4) A partner is not entitled, before tlie ascertainment of profits, 
to interest on the capital subscribed by him. 

(5) Every partner may take part in the management of the 
partnership business. [By agreement the management may be 
delegated to one or more partners and such an agreement is binding.] 

(6) No partner shall be entitled to remuneration for acting in 
the partnership business. [But compensation may be received 
by one partner for extra trouble occasioned by another’s neglect of 
business.] 

(7) No person may be introduced as a partner without the 
consent of all existing partners. [This is a fundamental principle 
of partnership law. Partnership is based on the personal confidence 
of partners in one another. The introduction of a stranger is contrary 
to the basis of a partnership. A partner may indeed assign his 
share and this (unlike a charging order on a share under S. 23) does 
not necessarily give a right to the other partners to dissolve the 
partnership ; but the Court might consider that such an assignment 
makes it just and equitable to order a dissolution.] 

(8) Any difference arising as to ordinary matters comiected 
with the partnership business may be decided by a majority of 
the partners, but no change may be made in the nature of the partner- 
ship business without the consent of all existing partners. [Any 
such decision must be made in good faith for the benefit of the 
partnership as a whole and every partner must have an opportunity 
of being heard.] 

(9) The partnership books arc to be kept at the place of business 
of the partnership (or the principal place, if there is more than one), 
and every partner may, when he thinks fit, have access to and 
inspect and copy any of them. A partner may employ an agent for 
this purpose, provided that the other partners have no reasonable 
ground of objection to the particular agent selected, but the agent 
may not use the information derived from inspection for any other 
purpose than to advise his principal. [But the partner making 
such extracts has, after he has ceased to be a partner, no right to 
make use of them for purposes injurious to the firm.] 

These rules, it will be noticed, are “ subject to any agreement 
expressed or implied between the partners.” They apply only so far 
as they are not contrary to any provisions on these points contained 
in the partnership agreement. 

Partners are bound to render true accounts and full information 
of all things affecting the partnership to any partner or his legal 
personal representatives (S. 28). Partnership is a contract iiberrimce 
fidei [of the utmost good faith]. Between partners this is obviously 
essential. 

Every partner must account to the firm for any benefit derived by 
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him without the consent of the other partners from any transaction 
concerning the partnership, or from any use by him of the partnership 
property, name, or business connexion (S. 29). It is because of this 
rule that any partner obtaining a renewal of the lease of partnership 
property in his own name is bound, if the other partners claim it, to 
treat this as held on behalf of the firm, and the rule would probably 
be the same even if the partner renewing had told the other partners 
that he intended to apply for a renewal for his own benefit. On the 
other hand if the lease is not renewable, and one partner purchases the 
property subject to the lease, he is entitled to hold it for his own benefit. 

If a partner carries on a competing business without the consent 
of his partners, he must account to the firm for all profits made in that 
business (S. 30). If a partner in one firm carries on such a business 
with the other partner’s consent, he must not use information obtained 
from the partnership for the benefit of the other business or to the 
prejudice of the firm. 

Determination and Expiration of Partnership. — Where no 
fixed term has been agreed on for the duration of the partnership any 
partner may determine the partnership at any time on giving notice 
of his intention so to do to all the other partners (S. 26). 

Where a partnership entered into for a fixed term is continued 
after that term has expired, and without any express new agreement, 
the rights and duties of the partners remain the same as they were at 
the expiration of the term, so far as is consistent with a partnership 
at will [i.e. one which continues so long as all the partners are willing]. 
It can therefore be terminated at any time. A continuance of the 
business by the partners, or such of them as habitually acted therein 
during the term, without any settlement or liquidation of the partner- 
ship affairs, is presumed to be a continuance of the partnership (S. 27). 
The terms of the old agreement continue to apply as far as practicable, 
e.g. an arbitration clause contained in an agreement for a fixed term 
still applies when the partnership is continued after the end of the 
term. But a clause providing for a notice of a certain length in order 
to terminate the partnership before the end of the specified term is 
not applicable. 

A partnership deed usually contains powers for the majority of the 
partners to expel the remaining partner or partners ; but unless such 
a power is expressly given there is no power of expulsion. Where 
such power exists it must be exercised in good faith and in strict 
compliance with the terms of the document. The conditions of good 
faith include reasonable preliminary warning and opportunity of 
explanation, and the fact that partners are expressly relieved from the 
duty of stating their reasons does not dispense them from the duty of 
acting in good faith. 

Assignment of and Charges on a Partner’s Share. A partner 
cannot assign his share so as to make his assignee a partner, or introduce 
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a new partner into the firm without the other partners’ consent. If 
a partner assign his share, e.g. by way of mortgage to secure a debt 
due from him, the assignee acquires no right to interfere in the manage- 
ment of the partnership business, or to inspect the books, or to require 
an account. The assignee is entitled only to receive the share of the 
profits to which the assigning partner would otherwise be entitled, 
and he must accept the account of profits agreed to by the partners. 
Upon a dissolution of the partnership, the assignee is entitled to the 
assigning partner’s actual share of the partnership assets. He is not 
bound by any agreement between the partners for valuing the share, 
and is entitled to have an account taken as from the date of the dissolu- 
tion in order to ascertain the true value of the share (S. 31). 

Partnership Property and Partner’s Separate Judgment Debt. 
— It is not possible to enforce a judgment obtained against an 
individual partner by issuing execution against partnership property. 
The judgment creditor can now enforce the judgment in respect of 
the partnership property only by obtaining an order charging the 
partner’s interest in the partnership property and profits, for the 
judgment debt and interest thereon *, and the Court may appoint a 
receiver of the partner’s share (S. 23). This was an alteration effected 
by the Partnership Act : for at common law partnership property 
might be taken in execution for the separate debt of any partner, and 
the debtor's interest therein could be sold. The person obtaining 
such a charging order has no right to take part in the busiitess nor does 
the order as a rule entitle a judgment creditor to have accounts rendered 
to him by the other partners. 

The Court may order a sale of the debtor partner’s interest. In 
that event the other partners may purchase it, and at any time they may 
redeem the interest charged. Or they may obtain an order for dissolu- 
tion of the partnership. 

Section 23, which regulates procedure against partnership property 
for a partner’s separate judgment debt, does not apply to Scotland. 

Dissolution of Partnership. — A partnership may be dissolved 
at any time by mutual consent of the partners. 

In addition, subject to any agreement between the partners, a 
partnership may be dissolved, under S. 32, by : — 

(fl) Expiration of the term fixed for the partnership, 

(b) If entered into for a single adventure or undertaking, by the 
termination of that adventure or undertaking. 

(c) If entered into for an undefined time, by any partner giving 
notice to the other or others. [Such notice once given cannot be 
withdrawn without the consent of all the partners.] 

Further, by S. 33, a partnership is dissolved by : — 

(d) The death of a partner. [This dissolves the partnenship as 

regard all the partners unless the contrary has been agreed.] 
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(e) The bankruptcy of any partner. [This also dissolves the 
partnership as regards all the partners unless the contrary has been 
agreed.] 

(/) When a partner suffers his share of the partnership property 
to be charged under the Act for his separate debt, the partnership 
may at the option of the other partners be dissolved. 

Again, by S. 34, a partnership is in every case dissolved 

(g) By the happening of any event which makes it unlawful 
for the business of the firm to be carried on or for the members of 
the firm to carry it on in partnership. [E.g. partnership with an 
alien enemy. The outbreak of war in 1914 dissolved many partner- 
ships. The term “ alien enemy ” includes persons of every 
nationality residing in an enemy country.] 

Lastly, by S. 35, partnerships may be dissolved by the Court. 
On application by a partner, the Court may decree a dissolution 

(h) When a partner is found lunatic, or is shown to the satis- 
faction of the Court to be of permanently unsound mind. Proceed- 
ings may be taken by the Committee of the lunatic or next friend 
or person having title to intervene, or by any other partner. 

(i) When a partner becomes in any other way permanently 
incapable of performing his part of the partnership contract. 

(j) When a partner has been guilty of such conduct as, regard 
being had to the nature of the business, is calculated prejudicially 
t(? affecl the carrying on of the business. 

(k) Wfiren a partner wilfully or consistently commits a breach 
of the partnership agreement, or otherwise so conducts himself in 
matters relating to the partnership business that it is not reasonably 
practicable for the co-partners to continue in partnership with him. 
[The degree of misconduct sufficient to induce the Court to dissolve 
a partnership is difficult to determine. Refusal to meet the partners 
in matters of business and continual quarrelling have been held 
sufficient, so also has a state of hostility which has become chronic 
and renders mutual confidence impossible ; but not mere squabbles 
and ill-temper. The Court will, if such a state exists, make an order 
on the application of either party, but under {{.), {j), and {k) above 
will not act at the instance of the partner who is to blame.] 

(/) When the business of the partnership can only be carried on 
at a loss. 

(m) When it is just and equitable that the partnership should be 
dissolved. [It is said that the marriage of a feinale partner (which 
formerly dissolved a partnership) might make it just and equitable 
to order a dissolution.] 

Rescission of a Partnership Agreement. — ^Where a person is 
induced by fraud or misrepresentation to become a partner, the 
Court will rescind the contract at his instance. In such a case a 
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partner seeking rescission is entitled to be indemnified against the 
liabilities which he has incurred owing to his becoming a partner. 
The extent of the indemnity is stated in the Act (S. 41). Without 
prejudice to any other right he is entitled : — 

(a) To a lien, or right of retention of, the surplus assets, after 
satisfying partnership liabilities, for any sum paid by him for the 
purchase of his share in the partnership, and for any capital con- 
tributed by him. 

(b) To stand in the place of the creditors of the firm for any 
payments made by him in respect of the partnership liabilities. 

(c) To be indemnified by the person guilty of the fraud or 
misrepresentation against all the debts and liabilities of the firm. 
He is also entitled to recover damages from the person guilty of 
the fraud, and, where the Act gives him a lien for principal moneys 
mentioned in S. 41 (a) above, to interest on those moneys, and 
costs of the action. He is also entitled to interest on all payments 
made by him in respect of partnership liabilities. 

Dissolution by an Arbitrator. — Where there is an arbitration 
clause referring all disputes to arbitration and a dispute arises involving 
the question whether the partnership has been or ought to be dis- 
solved, the arbitrator has power to dissolve the partnership. 

Consequences of Dissolution. — As a general rule a partner is 
not liable lor the acts of his former partners after the dissolution of 
the firm or his retirement from it ; but to protect himself against 
third persons an advertisement of the dissolution should be inserted 
in the London Gazette, and as regards persons who have already had 
dealings with the firm a specific notice of dissolution must be given. 

A and B, partners, execute a deed declaring the partnership dissolved 
as from January ist. They do not discontinue the business or give notice 
of dissolution. On February ist A indorses a bill in the partnership name 
to C, who is not aware of the dissolution. The firm is liable on the bill 
{ex parte Robinson, [1833]). 

The practice of the London Gazette is to require that notices of 
dissolution shall be signed by all the partners or their legal repre- 
sentatives, and the signatures be verified by the statutory declaration 
of a solicitor. A notice not signed by all the partners must be 
verified by the statutory declaration of a solicitor stating that such 
notice is given pursuant to the terms of the partnership to which 
it refers. 

If a partner has, notwithstanding dissolution, given his partners 
authority to act for him, he will be bound by anything done by them 
within the limits of such authority. In the absence of such an 
agreement, each partner has authority to bind the firm so far as 
necessary to wind up the affairs of the partnership, and to complete 
transactions begun but unfinished at the time of the dissolution, but 



PARTNERSHIP LAW 129 

not otherwise (S. 38) ; but the firm is in no case bound by the acts 
of a partner who has become bankrupt, 

A -bill was indorsed in the name of a firm to a creditor. Before the 
bill became due the partnership was dissolved. Notice of dishonour given 
to the continuing partner, but not to the retiring partner, was held to be 
binding on the retiring partner {Goldfarb v. Bartlett, [1920]). 

Money belonging to a trust estate was deposited with a bank, the 
receipt stating that it was to be paid to the firm of solicitors acting for the 
trust. The firm was dissolved. One of the partners indorsed the receipt 
and received, but did not pay over, the money. The beneficiaries under 
the trust sued the Bank. Held that as the receipt of the money was 
necessary, either to “ wind up the affairs of the partnership ” or “ to 
complete a transaction begun but not finished before the date of the 
dissolution,” under S. 38, the Bank was justified in paying to the partner 
{Dickson V. National Bank of Scotland, [1917]). 

The rule as to good faith being essential as between partners 
applies to transactions undertaken after the partnership has been 
dissolved by the death of a partner, and before the affairs have been 
completely wound up. The continuing partners will, if profits are 
derived from carrying on the business for the purpose of winding up, 
in the absence of any special reason to the contrary, be entitled to 
some compensation for their services. 

Where a premium has been paid for admission to the partnership 
there may, in the event of dissolution, be a claim by that partner to 
a return of the premium (S. 40), Where the partnership is at will, 
the partner paying the premium must be taken to have run the risk 
of the partnership being determined at any time, but if the partnership 
is for a fixed term and is dissolved before the end of the term, 
otherwise than by the death of the partner, the Court may in its 
discretion order the repayment of the premium or part of it. The 
rule usually adopted is to order a return of so much of the premium 
as bears the same proportion to the whole as the unexpired portion 
of the agreed terra bears to the whole agreed term. A return will 
not be ordered where the misconduct of the partner paying the 
premium is the cause of dissolution. Where the partnership has 
been dissolved by an agreement not providing for a return of part 
of the premium, no order for the return will be made. 

Conduct of the Winding Up— The partners are the proper 
persons to get in the assets and wind up the affairs of the partnership, 
and their power to bind the firm continues for this purpose notwith- 
standing dissolution (S. 38). If after dissolution they cannot agree 
as to the winding up, the Court will appoint a receiver and, if necessary, 
a manager, and will on due occasion restrain a partner by injunction 
from doing any act which will impede the winding up, such as 
injuring the value of, or misapplying the assets of the firm. Where 
a partnership has been dissolved by the death or bankruptcy of one 
of the partners, the continuing or solvent partners are entitled to 

10 
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up the affairs, and to an injunction restraining the executors or 
ti-uslccs in bankruptcy from interfering with them. 

The Court wall on proper grounds, at the instance of executors 
or trustees, protect the partnership assets and ensure the proper- 
conduct of the winding up. 

Application of the Partnership Property — Goodwill. — On 

dissolution every partner is entitled to have the partnership property 
applied in payment of the firm’s debts and liabilities, and to have 
any surplus applied in payment of what may be due to the partners 
(S. 39 ). 

This may involve the sale of the goodwill, which is a commercial 
rather than a legal expression. It has been described as “ the benefit 
arising from coimection and reputation,” and as “ the probability 
that the old customers will resort to the old place.” The value is 
obviously greater in a business than a profession. A customer is 
likely to go to the same shop to buy the goods he has been accustomed 
to buy, whereas, in the case of a doctor or solicitor, the patient or 
client goes to his adviser because of his confidence in his skill. The 
relation is obviously less likely to be continued with the purchaser 
of the practice. Indeed, it has been said that in the business of 
solicitors goodwill in the ordinary sense hardly exists. 

But whether the value be great or small, every partner has the 
right to have the goodwill sold, and the proceeds applied as part of 
the business assets. If this takes place, the purchaser alone may 
represent himself as continuing or succeeding to the business of the 
vendors. But any vendor, i.e. any partner, may carry on a similar 
competing business and advertise it, though he may not use the 
name of the old firm, or i-ep resent himself as continuing the old 
business, or canvass former customers of the old business. The 
purchaser may use the name of the old firm, but not so as to expose 
the partners to any liability ; he must not represent any vendor as 
being still in the business. 

Until the partnership affairs are w'ound up, the former partners 
must not carry on business in the firm name. After the winding up 
is complete every partner is free to use the firm name (unless the 
contrary has been agreed), but again not so as to expose a former 
partner to liability. 

Where, after dissolution, the business of the partnership is carried 
on, without the capital of the outgoing partner being paid to him, 
and w'ithout any final settlement of accounts, then the outgoing 
partner, or his estate in the event of death, is entitled either to such 
a share of the profits made since the dissolution as is attributable to 
his capital, or to interest at 5 % on the amount of his share of the 
capital assets (S. 42). This clause does not apply where the partner- 
ship agreement gives to the continuing or surviving partner an option 
to purchase the share, and the option is exercised. 
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The amount due from surviving or continuing partners to an 
outgoing partner, or to his estate, is a debt. In the event of bank- 
ruptcy following dissolution the joint creditors whose debts existed 
at the dissolution must be paid first. But, subject to that rule, the 
status is changed, and the former partner has become a creditor. 

When the assets have been got in they are, by S. 44, to be applied 
as follows : — 

“ In settling accounts between the partners after a dissolution of 
partnership, the following rules shall, subject to any agreement, be 
observed : — 

(а) Losses, including losses and deficiencies of capital, shall be 
paid first out of profits, next out of capital, and lastly, if necessary, 
by the partners individually in the proportion in which they were 
entitled to share profits.* 

(б) The assets of the firm, including the sums, if any, contributed 
by the partners to make up losses or deficiencies of capital, shall 
be applied in the following manner and order 

(1) In paying the debts and liabilities of the firm to persons 

who are not partners therein. 

(2) In paying to each partner rateably what is due from the 

firm to him for advances as distinguished from capital. 

(3) In paying to each partner rateably what is due from the 

firm to him in respect of capital. 

(4) The ultimate residue, if any, shall be divided among the 

partners in the proportion in which profits are divisible.” 

In making out accounts on dissolution, it is usual to commence 
at the date of the last account settled by the partners. It has to be 
remembered that a practice recognised by the partners in taking 
accounts may apply only to accounts taken during the continuance 
of the partnership, and not to a dissolution account. 

Ad m inistration of the Estate of Deceased Partner. — The 
surviving partners are creditors of the estate of a deceased partner 
for what may be found to be due to them on taking the partnership 
accounts. They may sue the legal representative of the deceased 
partner for a judgment for a partnership account and payment of 
what is due, and, if assets are not admitted, for administration of the 
estate of the deceased. Creditors of the partnership may also claim 
administration of the estate by the Court . But creditors of the firm 
are not entitled to be paid out of a deceased partner’s estate until all 
his separate creditors have been satisfied. The rules in bankruptcy, 
that the debts of the firm are to be paid out of the assets of the firm, 
and the separate debts of each partner out of the separate estate, 
and that a partner may not prove against the separate estate of his 

* Seep. 210 as to the difficulties arising owing to the decision in Gamsr 
V. Murray. 
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co-partner while the joint debts are unpaid, have been adopted in 
administering the estate of a deceased partner. 

Limited Partnerships— Since 1907, partnerships of a special 
kind have been possible under the provisions of the Limited Partner- 
ships Act, 1907. The object of the Act was, apparently, to legalise 
in this country special partnership arrangements corresponding to 
those existing in various foreign countries. The change in the law 
would probably have proved more popular if it had not happened to 
coincide with the Companies Act, 1907, under which private limited 
companies having only two shareholders were first allowed to be 
constituted.* But many limited partnerships have been registered 
under the terms of the Act. 

Notwithstanding the provisions of the Partnership Act, 1890, a 
person lending money on the terms of taking a share of profits in a 
business was considered to run some risk of being held to be a 
partner. The Limited Partnerships Act is designed to avoid this 
danger. There may under that Act be a limited partnership, con- 
sisting of not more than ten partners in the case of a bank, or more 
than twenty in the case of any other business. One partner at least 
must be a general partner having the ordinary powers and liabilities 
of a partner, and one at least must be a limited partner. The part- 
nership must be registered with the Registrar of Joint Stock Com- 
panies, together with particulars as to the general nature of the 
business, the firm name, the principal place of business, the names 
of the partners, the date of commencement and the term of the 
partnership, and the amount contributed by the limited partner, or 
each limited partner, if there be more than one, must be stated. 
Any changes that occur after registration must also be registered. 

The general conduct of the business must be in the hands of the 
general partner or partners exclusively. The limited partner may 
inspect the books, examine into the state and prospects of the business, 
and advise the other partners thereon, but he must not take any part 
in the management of the business. He cannot bind the firm, nor 
may he withdraw any part of his capital. So long as he complies 
with these provisions, a limited partner is liable only to the extent of 
the capital subscribed by him. If he withdraws any part of his 
capital, he is liable, to the extent of the amount so withdrawn, for 
the firm’s debts and obligations. If he takes part in the management 
of the business he becomes a general partner and liable as such for 
all debts and obligations incurred during the period in which he 
takes part in the management. The death or bankruptcy of a limited 
partner does not dissolve the firm ; his capital vests in his personal 
representative, or trustee in bankruptcy. The general partner, or 
partners, alone decide questions arising in the ordinary course of 
business, and they may admit new partners without the consent 
• See Companies Act, 1929, S. i [i] for authorisation now in force. 



PARTNERSHIP LAW 133 

of the limited partner. On the other hand, the limited partner may 
assign his share (but only with the consent of the general partners), 
and his assignee becomes a limited partner in his place. The limited 
partner cannot dissolve the firm by notice. The effect of the Act is 
that a limited partner may safely invest money in a business and 
become entitled to a share of profits without any risk of being held 
to be a partner, and as such liable for the debts of the firm beyond 
the amount of his capital. The machinery of management is perhaps 
less cumbrous than in the case of a private company, but the latter 
device is generally preferred. 

EXAMINATION QUESTIONS. 

1 . Give the definition of partnership as set out in S. i of the Partnership 
Act, 1S90, and state what relations are expressly declared in that section 
not to be partnerships. Two executors carried on their testator’s business, 
being so authorised by the will, under the same name as that in which he 
had carried it on. A receiving order was made against them in the firm 
name. State, giving reasons, whether or not you think the executors were 
liable to be adjudicated bankrupt as partners. {Incorporated Accountants.) 

2 . State in what particular features an ordinary partnership differs from 
a private company, and the latter from a public company. {Chartered 
Accountants.) 

3 . State whether a partnership exists m the following cases, giving your 
reasons : (a) Smith and Brown are joint owners of a landed estate, which 
they lease to tenants. (6) A lends B £500 for the purposes of B’s business, 
in consideration of a share in the profits by way of interest, (c) White and 
Green were paitners in a grocery business. On White’s death, his widow 
agrees to leave his share of capital in the business in consideration of an 
annuity. (Central Association Accountants.) 

4 . Under what circumstances may a share of the profits of a business 
be paid to a person without constituting that person a partner ? {Chartered 
Accountants.) 

5 . Briefly explain the extent to which a commercial firm may be bound 
by the acts of the members of the partnership. Enumerate a few financial 
transactions in the carrying out of which a partner has the implied authority 
to bind his co-partners. {Chartered Accountants.) 

6. In respect of what matters, and how, may the ordinary authority 
and liability of a partner be modified or restricted as regards persons having 
dealings with the firm ? 

A, B, and C are partners in trade. C obtains for his sole benefit a renewal 
of the lease of the premises in which the partnership business is carried on. 
What are the rights of A and B in respect of the renewed lease ? 

Give reasons. (Incorporated Accountants.) 

7 . A. M. Khan & Co. issue a notice that they will not be bound by the 
acts of Lewis, who is one of the partners. Consider the effect of this notice 
as between the firm and persons dealing with it. {Central Association 
Accountants.) 

8. Does the advance of money to a person engaged in business, by way 
of loan, at interest varying with the profits, make the lender a partner, and 
what is the lender’s position if the borrower becomes insolvent ? In what 
way has the Bankruptcy and Deeds of Arrangement Act, 1914, affected the 
law upon either of these points ? {Incorporated Accountants.) 
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9. Summarise the acts by which a partner may bind his firm, and state 
to what extent, if at all, the partnership is liable for the torts of one of the 
partners. {Incorporaled Accounimits.) 

10. " A partnei, like a trustee, must not make a private gain by reason 
of his partnership in the firm.” Illustrate this statement. On what general 
principle of law does it rest ? {Incorporated Accountants.) 

11. How may a new partner be admitted into a firm ? {Royal Society 
Arts.) 

12. What is the extent of the interest of a partner in the property of 
the firm ? {Royal Society Arts.) 

13. What powers ha,s a partner of (a) engaging and (/;) dismissing em- 
ployees ? {Royal Society Arts.) 

14. What is the test, and the extent, of the general liability of partners 
for the debts of the firm, and how may it be limited in the case of (a) incoming 
partners and (6) retiring partners ? {Royal Society Arts.) 

15. What are the rights and duties of partners, as amongst themselves, 
with reference to signing cheques, rendering accounts, assigning a share of 
the partnership, canying on another business, expelling a member of the 
partnership ? {Incot pointed Accountants.) 

16. A and B, who, together with C, are carrying on business as agents for 
the sale of motor-cars and accessories, have discovered that C made a secret 
profit when selling a car in the name of the firm. Advise A and B as to 
their rights. {Incorpoiated Accountants) 

17. Explain the diticience, if any, between the rights of partners in a 
trading concern to boirow money for business purposes as compared with 
the borrowing poweis of the directors of a limited liability company. {Char- 
tered Accountants.) 

18. It is an implied term of every partnership agreement that each 
partner must observe the utmost good faith and fairness towards his fellow 
partners. Explain and illustrate this statement, and set out the provisions 
of the Partnership Act, 1890, which appear to you to be framed with the 
object of enforcing such implied terms. {Incorporated Accountants.) 

19. A and B are partners. How far is A liabie to C in respect of con- 
tracts made with C by B, or of torts committed against C by B ? {Royal 
Society Arts.) 

20. What is meant by the term “ holding out ” in relation to a part- 
neiship ? How far is a person who holds himself out as a partner liable 
{a) for the debts owing by the firm ; (6) for money misappropriated by a 
member of the firm ? {Incorporated Accountants.) 

21. What do you understand by the term " novation ” as applied to 
partnerships ? Explain fully what is necessary to constitute “ novation.” 
{Charteied Accountants.) 

22. What is a partnership at will ? How may such a partnership, and 
other partnerships, be determined ? {Incorporated Accountants.) 

23. Define goodwill, and say how it is to be dealt with on a dissolution 
of a firm. To what extent is the assignor of the goodwill bound not to enter 
into competition with the successors to the old firm ? {Incorporated Ac- 
countants.) 

24. What arc the respective liabilities of {a) a partner, (6) a limited 
partner, (c) a dormant paitncr, {d) a retired partner foi the debts incuned 
by the firm ? {Incorporated Accountants.) 
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25. What obligations are imposed on firms by the Registration of Business 
Names Act, tpio ? Does the law generally impose any restrictions as retrards 
the name under which a firm may carry on business ? {Central Association 
Accountants^ 

26. What authority is charged with carrying out the provisions of the 
Registratiori of Business Names Act, 1916, and how is it to deal with (n) mis- 
leading business names ; {li) the removal of names front the register ; (c) an 
alteration to be made in the particulars as to any firm, or person, registered 
under the Act ? {Incorporated Accountants.) 

27. Define a ** firm under the Registration of Business Names Act, 
igi6, aitd state in what manner registration thereof is to be effected, and 
what particulars are to be furnished for registration. {Incorporated Ac- 
countants.) 

28. What are the rights of the partners in a trading concern : (a) As 
to borrowing money for the purposes of the business ; {b) as to interest 
upon capital ? {Chartered Accountants.) 

29. What effect have the following upon the constitution of the firm : 
(fl) Death oi a partner ; {b) bankruptcy of a partner ; (c) assignment by a 
partner of his share ? {Central Association Accountants.) 

30. What ought to be done to protect the interests of all parties 
(including creditors) : (a) When a new partner is admitted ? (i) when 
the firm is dissolved ? 

Can anyone be held to be a partner in law without intending to be one ? 
{Chartered Institute Secretaries) 

31. In what circumstances is a partnership dissolved {a) without having 
recourse to the Court ; (i) by judicial proceedings ? {Incorporated Ac- 
countants) 

32. State the various grounds on which the Court will decree the dis- 
solution of a partnership. What becomes of the goodwill of the firm on 
such dissolution ? {Incorporated Accountants.) 

33. In settling the accounts between the partners after a dissolution of 
the partnership, what course must be adopted in distributing the assets of 
the firm ? {Chartered Accountants.) 

34. Following upon a dissolution, how are the assets of a partnership 
to be applied, and what are included in such assets ? {Incorporated Ac- 
countants) 

35. You are to be appointed auditor under a partnership deed. The 
Draft Articles of Partnership are sent to you for your opinion and approval 
of clauses affecting the accounts. What matters of account would you 
expect to be mentioned in the draft Articles, and state shortly the objects 
of the clauses ? {Chartered Accountants.) 

36. Mention four clauses which you would expect to find in a deed of 
partnership, and state in each case the effect, if the deed is silent on that 
particular matter. {Chartered Accountants.) 

37. A, B, and C were partners. C retired, and took no steps to free 

himself frona partnership liabilities. His capital on retirement was £io,ooo. 
He received half in cash, and left the other half as a loan at a minimum 
rate of interest of s %, a higher rate on a sliding scale to be paid dependent 
on profits. The firm failed. The creditors whose claims existed when C 
retired amounted to £ 10 ^ 000 , and there are claims subsequently contracted 
of Do you consider C is liable for either or both classes of ci editors ? 

Give reasons for your answer. {Chartered Accountants.) 
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38. Smith and Jones are proposing to enter into partnership as manu- 
facturers. Smith is to provide £ 10,000 as capital and Jones £ 2 , 500 . Jones 
is to manage the business and to devote the whole of his time to it. Smith 
is to devote to the business only so much of his time as he thinks fit. 

You are requested to suggest such provisions, for inclusion in the part- 
nership deed, with reference to the accounts and financial matters of the 
firm as, under the circumstances, you consider fair and right in the interests 
of both partners. {Chartered Accountants.) 

39. Specify some of the circumstances which would enable the Court 
to decree the dissolution of a partnership upon the ground that it is “just 
and equitable.” To what remedies is the defrauded partner entitled when 
he has been led into a partnership by misrepresentations ? {Incorporated 
Accountants.) 

40. How far can a partner’s share and interest in a partnership be 
transferred {a) where he is a general partner ; (6) where he is a limited 
partner ? What is the transferee’s position with regard to {a) the other 
partners ; ( 6 ) the creditors of the firm ? {Incorporated Accountants.) 

41. Upon the sale of a partnership business as a going concern the partners 
obtained a substantial sum for goodwill. What is the nature of the money 
so obtained and how should it be dealt with when finally settling matters as 
between the partners ? {London Association Accountants i) 

42. In what ways may a partnership be dissolved, otherwise than by a decree 
of the Court ? How must the assets be distributed upon a dissolution ? 
{Chartered Secretaries.) 

43. Mention briefly the distinctions (if any) between a sleeping partner 
and a limited partner, {London Association Accountants.) 

44. What are the rights, if any, of a limited partner of access to, and 
investigation of, the accounts of the partnership and of management of the 
partnership business ? {Chartered Accountants.) 

45. In the relations of partners to one another what is their duty as to 
(a) rendering accounts, (A) accounting for private profits, and (c) competing 
with their own firm f {Incorporated Accountants) 
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PARTNERSHIP 

II. Partnership Accounts. 

The first thing to do when dealing with partnership accounts is to 
consider carefully the financial clauses of the partnership agreement. 
As we have seen, a properly prepared agreement will deal with 
{a) the period, yearly or half-yearly, which the accounts are to cover ; 
{h) partners’ capital ; (c) partners’ salaries, drawings, and interest on 
capital and drawings ; (d) the proportion in which profits and losses 
are to be divided ; (e) the basis of settlement on the death or retire- 
ment of a partner, or the dissolution of the firm ; (/) goodwill, if 

any, and its treatment ; (g) financial restrictions that may be imposed 
upon all or any of the partners. 

If there is no partnership agreement, or if the agreement is silent 
upon any of the above matters, then the Partnership Act, 1890, will 
apply. Under that Act, as already stated, partners are : — 

(i) Not entitled to make undisclosed profits out of the firm’s 
business. 

(ii) They must share profits and losses equally. 

(iii) They are entitled to 5 % per annum interest on loans, but 

(iv) They are not entitled to interest on capital, or to a partner- 

ship salary. 

There are no statutory books, nor is any system of book-keeping 
imposed in connection with partnership. The books suitable for a 
sole trader engaged in a similar business are equally suitable for a 
partnership. But, in partnership, certain accounts to record the 
financial relations of the partners as between themselves are imperative. 
The dates upon which accounts are to be made up, and the form in 
which they are to be prepared, are matters of mutual agreement between 
the partners. No creditor or other person has any statutory right to 
inspect the accounts of a partnership unless by consent of the partners, 
nor have any accounts or returns to be filed with any Government 
department.* But partnership firms are now usually required to 
produce accounts in support of their returns for assessment of Income 
Tax (Schedule D). 

Capital and Current Accountsi— In the majority of cases, the 

* Except that limited partnerships must be registered, and the regulations 
of the Business Names Act fulfilled, as explained in the previous chapter. 
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capital of a firm is contributed by more than one partner, and this fact 
must be recognised in the partnership books. The combined capitals 
of all the partners in a firm correspond to the single capital of a sole 
trader in that both capitals express and represent the excess of the 
assets of the business over its external liabilities. The proportion in which 
capital is contributed in no way affects the proportion in which profits 
and losses are shared, unless there be an agreement to the contrary. 

If the provisions of the Partnership Act, 1890, are construed 
literally, capital contributed by partners is d. fixed amount, and can be 
varied only by agreement ; and, because losses automatically reduce 
the capital contributed, they should, in theory, be made good. In 
practice, however, losses are allowed to stand to the debit of the current 
account until they are wiped out by subsequent profits, or they are 
transferred to the debit of the capital account, as may be agreed. 
This procedure is, in effect, an adjustment of the original contributions 
of capital made when the accounts for a particular financial period have 
been prepared and agreed. 

Students are sometimes perplexed by S.24 of the Partnership Act, 
which states : “ All the partners are entitled to share equally in the 
capital and profits of the business. . . .” This does not imply that if, 
for example, A and B are partners and contribute ^10,000 and £1,000 
respectively as capital, B is entitled to a half-share of A’s capital, or, 
upon a dissolution, to half the assets of the partnership. The meaning 
is that, in the absence of an agreement to the contrary, profits or losses 
of capital are to be shared equally between A and B. 

A separate capital account is opened for each partner, and this 
account is credited with the particular partner’s capital contribution. 
For book-keeping purposes, the credit balances of these capital accounts 
are treated as a liability of the firm. 

Drawings. — I’he majority of partnership agreements authorise 
the partners to withdraw from the business definite yearly sums in 
periodical instalments. These cash withdrawals are termed drawings. 
They are not withdrawals of capital, but are partial anticipations of the 
share of current profits to which each partner will become entitled 
when the firm’s annual accounts have been prepared. During the 
currency of a financial year, drawings are treated as a debt due to the 
firm,* and are debited as described below. Normally, they are regarded 
as payments on account of profits accruing. But should a loss be made 
instead of a profit, or should the drawings exceed the profit made, 
then in the first case the whole of the sums drawn, and in the second the 
excess of the drawings, becomes a debt due to the firm, which, in theory, 
should be made good in order to preserve the capital intact. In 
practice, however, debits in respect of drawings are usually carried 
forward, for the time being at any rate, by mutual agreement between 
the partners. 


See Elliott v. Elliott at p, 215. 
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There are two methods of recording capital and drawings in the 
partnership books. 

First Method. -Each partner is credited in his Capital Account with 
the amount of capital he has paid in, and also, at the close of the year, 
or other agreed accounting period, with (a) interest on capital at the 
agreed rate which, usually, is 5 % per annum ; {b) his share of profits, 
if any ; and (c) his partnership salary, if any. The Capital Account is 
debited with (i) all sums withdrawn by the partner as and when they 
occur, together with interest thereon at the agreed rate, which again 
is usually 5 % per annum ; (ii) the partner’s share of the loss, if any; 
and (iii) any goods of the firm which the partner may have withdrawn 
for his personal use during the period. Under this treatment the 
identity of the partner’s original contribution of capital is soon lost. 


Illustration, — H. Dickson and G. McArthur are trading in partnership 
as Dickson, McArthur & Co. From the details given below prepare the 
Caiaital Accounts of the paitners as on December 31, 19. . . 

H. Dickson, balance of Capital Account, January i, 19.., £5,000, 

G. McArthur, balance of Capital Account, January i, ig. ., £3,000. 

H. Dickson, drawings ; April rst, £300 ; July ist, £100 ; Septem- 
ber ist, £300. 

G. McArthur, drawings : March ist, £200 ; October 1st, £300. Goods 
withdrawn to December 31st, £17 6s. 8d. 

Profits are divisible : two-thirds to H. Dickson and one-third to 
G. McArthur. 

Interest at $ % is allowed on Capital and charged on drawings. 
G. McArthur is entitled to a parmership salary of £150 per annum. The 
final net profit after adjustment for the Interest as above for the year was 
£^1^75- [Fot solution, see pp. 140-1.] 

Secotid method. — The more modern practice is to open two separate 
accounts for each partner, a Capital Account and a Current Account. 
By this method, each partner’s capital is, in conformity with the 
Partnership Act, assumed to be a. fixed amount, variable only as may be 
mutually agreed, as indeed actually is the case in many partnerships. 
In addition to the obvious advantage of keeping the Capital Account 
free from cumbersome detail, this practice is supported b}’- several 
legal decisions, and is superseding the older method outlined above. 
The student will therefore be wise, when dealing with examination 
questions on partnership accounts, to adopt this modern method, 
unless it is clear from the opening position that the alternative method 
has been adopted in the past. 

By the modern method, the Capital Account is confined to the 
amount of capital brought forward from the last financial period, 
adjusted as may be necessary to record capital sums subsequently 
brought in or withdrawn by mutual agreement. The Current (Drawings) 
Account is debited and credited with the same items mentioned in the 
first method. Interest on any loan made by a partner to the firm is 
also credited to the partner’s Current Account. 
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Where a partner withdraws goods from the business, a personal 
account should be opened in the partner’s name in the Sales Ledger 
to record the transaction, and the balance of this personal account 
should be transferred to the debit of the partner’s account at the close 


H, Dickson. 

CAPITAL ACCOUNT. 
Dr. 


Date. 

Particulars. 




Drawings, etc. 

19. 




£ 

s. 

d. 

£ 

s. 

d. 

April 1 

'i'o Cash 

4 

275 

7 

10 

S 

200 

0 

Q 

July I 

,, Cash 

3 <j 

184 

z 

10 

5 

100 

0 

0 

Sept, i 

,, Cash 

72 

122 

3 

6 

xo 

200 

0 

0 



J. 








Dec. 31 

„ Interest 

41 


13 

7 

11 

13 

7 

11 

.. 31 

„ Balance carried down 

v 





3,986 

12 

I 







£ 

6,500 

0 

0 












G. McArthur. 
Dr. 


CAPITAL ACCOUNT. 


Date. 

Particulars, 



Interest. 

Drawings, etc. 

19... 




g 

s. 

d. 

£ 

s. 

d. 

Mar. I 

To Cash 

z 

306 

8 

7 

8 

200 

0 

0 

Oct. I 

,, Cash 

79 

92 

3 

1,3 

7 

300 

0 

0 



J. 








Doc. 31 

,, Interest 

41 


IS 

3 

3 

12 

3 

3 



S.L. 








„ 31 

„ Goods Account 

14 





17 

6 

8 

31 

„ Balance carried down 

V 





2 , 34 S 

10 

I 







£ 

2,87s 

0 

0 


of the financial period, and should not be included amongst sundry 
debtors. Usually, such drawings in kind are charged out to a partner 
at or slightly above cost price. 

The credit balance of a partner’s Current Account represents 
undrawn income from the business, and although a partner is not 
strictly entitled to interest on a credit balance unless the partnership 
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agreement provides for interest, yet usually interest is allowed at an 
agreed rate upon a credit balance until it is withdrawn, otherwise a 
partner whose Current Account was m credit would not be treated 
equitably. If a partner’s Current Account shows a debit balance, the 

H. Dickion. 


CAP ITAL ACCOUNT — continued, 
Cr. 


Date. 1 

Particulars. 

Folio. 

Amount. 

19. .. 


P.L. 

£ 

s. 

d. 

Jan. I 

Bv Balance brought forward 

21 

5,000 

0 

0 



j. 




Dec. 31 

„ Interest on Capital 

42 

250 

0 

0 



P.L. 




.. 31 

„ Share of Profits for the year 

31 

1, 25 ° 

0 

0 



£ 

6,500 

0 

0 

19. .. 






Jan. I 

By Balance brought down 


5,986 

IZ 

I 


C. McArthur. 

CAPITAL ACCOUNT— 


Cr. 


Date. 

Particulars. 

Folio. 

Amount. 

19. . . 


P.L. 

£ 

s. 

d. 

Jan. I 

By Balance brought forward 

27 

2,000 

0 

0 


J. 




Dec. 31 

„ Interest on Capital 

42 

lOO 

0 

0 


P.L. 




„ 31 

„ Share of Profits for the year 

31 

62s 

0 

0 


.1. 




,. 31 

,, Partnership Salary • . . . . 

a8 

150 

0 

0 



£ 

3,875 

0 

0 

19... 

Dec. 31 

By Balance brought down 

V 

3 , 34 S 

10 

I 


balance should appear as a separate item on the assets side of the 
Balance Sheet as a debt due to the firm. Under some partnership 
agreements, interest is charged on a debit balance. 

Illustration . — Take the particulars given in the example on p. 139 
and prepare separate Capital and Current Accounts for H. Dickson and 
G. McArthur as on December 31, 19. .. 
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H. Dickson. 

Dr. capital account. 


^ s. d. 


H. Dickson. 

Dr. current ACCOUNT. 


Date. 

Particulars. 


H 

Interest. 


Drawings, etc. 

19... 




£ 

s. 

d. 

£ 

s. 

d. 

April I 

To Cash 

4 

275 

7 

10 

S 

200 

0 

0 

July I 

„ Cash 

36 

184 

Z 

10 

S 

100 

0 

0 

Sept. I 

,, Cash 

72 

J. 

41 

122 

3 

6 

10 

200 

0 

0 

Dec. 31 

» 31 

„ Inteiest 

,, Balance carried down 


13 

7 

II 

£ 

13 

gS6 

i.Soo 

7 

12 

0 

II 

I 

0 


G. McArthur. 

Dr. 


CAPITAL ACCOUNT, 


G. McArthur. 
Dn. 


CURRENT ACCOUNT. 


Date. 


19... 

Mar. I 
Oct. I 

Dec 31 

>. 31 
.. 31 


Particulars. 


To Cash 
,, Cash 


Folio. 


79 

J. 

41 

S.L. 

14 

V 


Days. 


306 

92 


Interest. 


xz 


Drawings, etc. 


£ 

200 

300 

12 

17 

34 S 


Interest 

Goods Account 
Balance carried down 


87s 


o 
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H. Dickson. 

CAPITAL ACCOV^r—continued. Cr. 


ig . . . 




i 

■ 

Deo. 3 1 

By Balance brought forwaid 

■ 


I 

0 


H. Dickson. 

CURRENT ACCOUNT— Cb. 


Date. 

1 

Particulars. 


Amount. 

19... 
Dec. 31 

.. 31 

By Interest on Capital 

„ Share of Profits for the year 

J. 

42 

£ 

250 

1 . 35 ° 

! 

s. 

0 

0 

d, 

0 

0 



£ 

0 

0 

- 

0 

0 

19... 
Dec. 3 1 

By Balance bi ought down 

V 

1 

986 j 

12 

I 


G. McArthur. 

CAPITAL ACCOUNT— continued . Ck. 


■ 


M 

n 


■ 

Doc. 31 

By Balance brought forward 

H 





G. McArthur. 

CURRENT ACCOUNT— continued. Cr. 


Date. 

Particulars. 

Foho. 

Amount. 


19, . • 


J. 

£ 

s. 

d. 

Dec. 31 

By Inlerest on Capital 

42 

P.L. 

100 

0 

0 

3 t 

„ Share of Profits for the year 

31 

J. 

62s 

0 

0 

I, 3 t 

,, Partnership Salary 

28 

ISO 

0 

0 




£875 

0 

0 

19. ■■ 

Dec, 31 

By Balance brought down ' • - 

V 

345 

10 

I 
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Partners’ Loans. — Where the partnership deed mentions specific 
amounts as the capital of the partners, then, in the absence of any 
specific agreement to the contrary, any further sums paid in by 
partners are of the nature of loans. If no fixed capital has been 
arranged, it should be made clear in the partnership deed that addi- 
tional payments in are to be treated as loans carrying interest. When 
a loan is advanced by a partner to the firm, a separate Loan Account 
should be opened for the partner, and a note should be made, as part 
of the heading of the account, stating the rate of interest payable and 
the terms of repayment, e.g. “ Rate of Interest 6 % per annum. Loan 
repayable by annual instalments of on the ist of January in each 
year.” We have already seen that, in the absence of agreement to the 
contrary, partners are entitled to interest at 5 % per annum on sums 
advanced by them to the firm as distinct from capital. But, notwith- 
standing this statutory right, it is advisable that the partnership agree- 
ment should clearly declare the method of treating loans and credit 
balances on current account, and the interest to be paid thereon. A 
partner cannot be charged with interest on any sums advanced to 
him by way of loan from the funds of the partnership unless it be so 
agreed. Under common law, loans do not carry interest, except by 
agreement or special custom. 

In addition to the statutory regulations regarding specific loans, 
as described above, the student’s attention should be directed to 
S. 24 (3) of the Act, which says : “ A partner making, for the purposes 
of the partnership, any actual payment or advance beyond the amount 
of capital which he has agreed to subscribe, is entitled to interest at 
the rate of five per cent, per annum from the date of the payment in 
advance.” Assume, by way of illustration, that A and B are partners. 
A has proceeded abroad, on the firm’s business, and his return has 
been unexpectedly delayed, the firm’s funds run short, and B is 
obliged to advance, from his private resources, ^200 to meet 
wages and current needs. B is entitled to 5 % interest per annum on 
this ^200. 

Sleeping (Quasi) Partner. — It has already been stated that by 
iS. 2, sr. (3), (d) a person may have “ capital ” in a business by way 
of a loan entitling him to receive in lieu of interest an agreed share of 
the profits without incurring the liabilities of an ordinary partner. 
Such “ partners ” take no active participation in the business, and are 
known as sleeping or quasi partners, although in effect they are deferred 
creditors, as such loans are not repayable until all outside liabilities 
have been satisfied. At the close of the financial period, the 
profits of the business having been ascertained, the share due 
lo the sleeping partner should be debited in the appropriation 
section of the Profit and Loss Account in the ordinary way, 
credited to the Loan Account, and discharged by payment in due 
course. 
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Illustration. 

GEORGE DICKSON, LOAN ACCOUNT. 

One-t\velfth of Profits in Lieu of Interest. 

Dr. rt. 

By Transfer from * 

Capital Account V 6,000 o Q 
,, Share of Profits 

for the year . . 465 o 0 

£ 6,463 o 0 

By Balance brought 

down . . . , y' 6,000 o 0 

Interest on Capital. — It has already been explained that interest 
on capital cannot be charged unless it has been specifically agreed 
that it should be charged. However, it is the general practice, under 
the First Method explained above, to credit partners with interest at 
an agreed rate, usually 5 % per annum, on their capital, or on the 
current balance of their capital accounts. This practice appears to 
confuse some students. But it should be borne in mind that this 
so-called “ interest ” is not interest which in the ordinary sense has 
been earned as such. It is a preliminary appropriation to the credit 
of the partners of a share of the firm’s profits based upon the amount 
of their respective capitals, and is termed interest for conveniefice. A 
little thought will convince the student that an allowance ought to 
be made for interest in cases where the capital of the firm is contributed 
in a ratio other than that in which profits and losses are shared. 
Unless this is done, the rights of the partners inter se will not be 
adjusted equitably. Even in cases where the capital is equally held 
and profits are shared pro rata, it is usual and advisable to allow for 
interest on capital, in order that the partners may see what profit 
has been made by the business over and above the income which 
investment of the capital in outside securities would have produced. 

Illustration i. — The brothers George Dickson (Capital, £10,000) and 
Hugh Dickson (Capital, £3,000) are equal partners, and devote equal 
time and energy to the business. If no provision for interest on capital 
is made, George Dickson will contribute and risk £7,000 more capital 
than his brother, without any monetary comijensation, although he could 
obtain, say, £350 per annum from outside investment of this sum. If 
5 % interest on capital is allowed, the rights of the partners will be equitably 
adjusted. 

Illustration 3. — J. McArthur and L. Pirrie are equal partners and have 
contributed £10,000 each as capital; No provision has been made for 
interest on capital. The profits of the firm for the year xg. . were stated 
in their Profit and Loss Account at £1,873. The partners could have 
safely invested their capital to produce, say, £900 per annum. The actual 
return for the time and work they have contributed and the trading risks 
they have incurred is therefore not £1,875 but £973. A provision for 
interest would, of course, make no difference to the ultimate income of 

H 
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the partners, but it tvould call their attention to the actual return secured 
by risking their capital in trade, compared with the income they could have 
obtained from gilt-edged securities, their liability in the latter case being 
limited to the capital at stake, whereas, as traders, their liability is unlimited. 

Illustration 3. — Dickson’s capital is £5,000, and Chatenay’s capital is 
£3,500. Profits are shared as to three-fifths to Dickson and two-fifths to 
Chatenay. The profit to be divided is £3,000. If no interest on capital 
is charged, Dickson will get £1,200 and Chatenay £800. If 5 % interest 
is charged, Dickson will get three-fifths of £1,635 + £250 interest = £i ,335, 
and Chatenay will get two-fifths of £1,635 -p £125 intei-est == £775. _ The 
discrepancy between the capitals of the two partners will thus be adjusted 
equitably. 

It should be noted that interest on capital ceases from the date of 
a dissolution of partnership, notwithstanding the time occupied in dis- 
posing of the assets, or completing the winding up. In the absence of 
agreement to the contrary, the same rule applies to partnership salaries. 

The interest on capital credited to the partners’ accounts is clearly 
an appropriation of the profits of the firm. In actual practice it is 
common to make direct transfers of the interest allowed from the credit 
of the respective Current Accounts to the debit of the Interest on 
Capital Account. Strictly spealcing, a Journal Entry should be ;^assed 
through the books as follows : — 


JOURNAL. 

Dr Cr. 


IQ. .. 


P.L. 

1 

S. 

d. 

i 

3, 

d. 

Deo. 31 

Interest on Capital Account Dr. 

71 

1,050 

0 

0 




To G. McArthur 

16 



500 

0 

0 


,, W. F. Dreer 

21 




350 

0 

0 


M B. Uprichard 

For interest on capital at 5 % pet aiuium {or tUe 

32 




200 

0 

0 


yeai* ended December 31, ip . , . 









At the close of each financial period the total balance of the Interest 
Account is transferred to the debit of Profit and Loss Account (pre- 
ferably Appropriation Section). 

Interest on Drawings. — Where drawings take place of amounts in 
the same ratio as that in which partners share profits and losses at 
fixed intervals, no particular advantage is gained by charging interest 
on the amounts drawn. But the need for the charge is clear where 
the drawings of the partners are not in this ratio or are irregular in 
date. Interest runs from the date of the drawing to the close of the 
financial period, and is usually at the rate of 5 % per annum. The 
common practice is to provide two extra columns on the debit side 
of the partners’ Current Accounts to accommodate (a) the number 
of days, and {b) the amount of interest on each drawing, as shown in 
the current accounts on p. 142. Theoretically, when these debits 
are made, corresponding entries should be passed to the credit of 
Interest on Drawings Account. But in practice the debits are collected 
at the close of the &ancial period in one journal entry as follows :• — 
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I9... 
Dec. 31 


Dr. Cr, 


Sundlies Dr. 

P.L. 

£ 

P. 

d. 

£ 

5 . 

d. 

G. McArthur . . 








W. F. Dreer 




8 




B. Uprichard . . . , 




6 




To Interest on Drawings Account . - , , , . 

76 






6 

For interest at 5 % per annum on partners' draw- 








iugs for the year ended December 31, 19. .. 









Illustration^^Ahel Chatenay and Alfred Colomb are partners who have 
contributed capital equally, and share profits equally. There is no agree- 
ment concerning drawings, or for charging interest thereon. During the 
year 19. ., Chatenay’s drawings were; July ist, £200 ; December ist, ^300. 
Colomb’s drawings were : March ist, £300 ; May ist, £300 ; July ist, 
£300 : October ist, £aoo ; December ist, £400. Chatenay therefore 
withdrew £400 and Colomb £1,400. It is to be presumed that the difference 
of £1,000 could have beeh employed profitably in the business. Certainly 
it could have been invested safely and earned interest ; indeed, Colomb 
could have invested the £ i ,000 to his own profit. Unless, therefore, interest 
is charged on the drawings, Colomb will benefit at the expense of Chatenay. 

It should not be necessary to remind students of advanced book- 
keeping that partners’ drawings are in no sense a charge against profits. 
They are merely instalments paid on account of profits which are 
assumed to be accruing to the business. If that assumption proves 
incorrect, then drawings in excess of the ascertained profits are debts 
due to the firm. These remarks are here obtruded, because, in the 
author’s experience, some candidates make the serious error of prin- 
ciple of debiting drawings to the Profit and Loss Account when 
answering examination questions. 

In practice, direct entries are usually made, debiting Interest 
on Capital Account, and crediting the partners’ Current Accounts with 
interest due on capital, and crediting Interest on Drawings Account and 
debiting Current Accounts with interest on drawings. If Journal 
entries are made, as from an academic point of view they should be 
made, they would appear as shown on p. 148. 

Partnership Salaries. — It has already been explained that partners 
are not entitled, as a matter of right, to a partnership salary, no matter 
what services they may render to the partnership business. But in 
some partnerships, one (or more) of the partners may_ devote more 
time, or greater technical skill and experience, to the business than the 
other partners. It is usual to recognise this greater devotion or skill 
by means of a partnership salary, paid or credited to the partner (or 
partners) concerned. Junior partners' frequently receive a fixed salary, 
and a small share only of the profits. Such salaries are charged against 
profits prior to division If partnership salaries are paid in cash at 
agreed intervals, they may be posted direct from the Cash Book to the 
debit of Partnership Salaries Account. But, under most agreements, 
the more usual method is to credit the partners’ Current Accounts at 
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the close of the financial period with the salaries due, and to debit 
Profit and Loss Account with the same amounts. In practice, the 


JOURNAL. 

Dr. Cr. 


19... 
Dec. 31 

Interest on Capital Account Dr. 

To A. Dickson, Current Account » . ... . , 

PX. 

16 

4 t 

54 

£ 

750 

s. 

0 

d. 

0 

0 0 

s. 

0 

d. 

0 


For* interest on capital at 5 % for the year ended 
this day. 






1. 31 

Sundries t— Dr. 

A. Dickson, Current Account • . . . . . 

44 

53 

17 

56 

18 

6 





To Interest on Drawings Account , . . . 

For interest at 5 % on drawings during the year, 




78 

7 

10 

» 31 

B. Morse, Current Account Dr. 

53 

SX. 

f 47 

P.L. 

z6 

41 

31 

14 

5 





For balance transferred, being goods supplied during 
the year, 







If 3 Z 

Interest Account , . . . Dr. 

To A. Dickson, Cunent Account 

For interest at 5 % for the year on loan of £2,000. 

100 

0 

0 

xoo 

0 

0 


transfers are usually made direct, but, theoretically, journal entries 
should be made. Where a partnership salary is one of the adjustments 
required by the terms of an examination question, the necessary 
entry is ; — 


JOURNAL. 

Dr. Cr. 



PX, 

87 


i 

d. 


B 







For partnership salary for the year ended Decem- 
ber 31, 19. .. 






1 


In the absence of a note as shown above in Journal form, examination 
candidates usually make the Profit and Loss charge correctly, but are 
apt to overlook the compensating entry in the current account as set 
out in the Balance Sheet. 

Illustration. — A. Chatenay and T. Testout each contribute £s,ooo as 
capital and share profits equally. Chatenay owns and works a farm and 
devotes but three days a week to the partnership business. Testout gives 
his whole time to the business. It was agreed that, prior to the division 
of profits, Testout should be credited with £450 per annum as a partnership 
salary. The profits of the firm, after providing for all charges except 
Testout’s salary, were £3,364. Interest is allowed on capital and charged 
on drawings at 5 % per annum. Testout’s drawings were £968 and the 
charge for interest thereon was £33 6s. 8d. On January i, 19. . , the credit 
balance of Testout’s Current Account was £76 los. sd. Prepare the final 
section of the firm’s Profit and Loss Account, and Testout’s Current 
Account as it would appear in the firm's Balance Sheet on December 31,19... 
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CKatenay & Testout. 

PROFIT AND LOSS ACCOUNT (FINAL SECTION) FOR THE 
YEAR ENDED DECEMBER 31, ig... 


Cr. 


To Partnership Salary . . 

,, A. Chatenay, Half-share 
of Profits 

„ T. Testout, Half-share 
of Profits 

£Ii 407 

1.407 

£ 

450 

3,814 

s. 

0 

d. 

0 

By Balance brought down . . 


£ 

3,264 

s> 

0 

d. 

0 












3,264 

0 

0 

£ 

3.264 

0 

0 


Note. — The Interest on Capital and Drawings should also appear in the Final Section but the 
question indicates that these nave been adjusted in the earlier section of the Profit and Loss Account. 


BALANCE SHEET, DECEMBER 31, ig... 

(Liabilities Side Only.) 


Capital 

A. Chatenay 

T. Testout . . 


£ 

5,000 

5,000 

s. 

0 

0 

d. 

0 

0 

£ 

5. 

d. 

Current Account : — 

T. Testout : 

Balance, December 31, 19 

Interest on Capital 

Partnership Sfuary 

Share of Profits 


?6 

250 

450 

1,407 

10 

0 

0 

0 

5 

0 

0 

0 




Drawings . . 

Interest thereon • . 

. . . . £968 0 0 

.... 23 6 8 

2,183 

991 

10 

6 

5 

8 






1,192 








3 

9 


If, in the illustration given on p. 148, the capital of the partners 
was not “ fixed ” in amount, Testout’s Capital Account would be set 
out in the Balance Sheet as follows : — 


BALANCE SHEET. 
(Liabilities Side Only.) 


Capital : — 

£ 

s. 

d. 

£ 

s. 

d. 

T. Testout : 







As per last Balance Sheet 

S.076 

10 

5 




Interest on Capital 

250 

0 

0 




Partnership Salary 

4 S 0 

0 

0 




Share of Profits for the year 

1,407 

0 

0 





7.183 

10 

s 




Less Drawings . . . . £968 0 0 







Interest thereon 23 6 8 








99 1 

6 

8 








6,192 

3 

9 
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Losses.' — Losses must, of course, be debited in the agreed propor- 
tions to the partners’ Current Accounts, and the final balances of these 
accounts, if in debit, must be set out on the Assets side of the firm’s 
Balance Sheet. Unless the partnership articles otherwise stipulate, 
or further working capital is required, partners, in practice, do not 
make good a shrinkage in the original capital contributed by them, 
except, as explained later, in the event of dissolution. It is usual, 
however, for the Articles to provide that interest at a rate agreed shall 
be charged on the debit balances of Current Accounts until made 
good. If this is not done, partners whose Current Accounts remain in 
credit are not equitably treated. 

Examination candidates are advised to prepare a partnership Profit 
and Loss Account in two sections. The first section will show the 
detailed charges to be met out of the gross profit brought from the 
Trading Account. The resulting balance, representing the net profit 
or loss divisible between the partners, will be carried to the second 
section, in which the division of the balance will be shown. By this 
method, the net result of the year’s trading appears clearly as a separate 
figure, and is quickly available when the information is required, or 
comparisons with former years have to be made. Moreover, this 
method saves the time of the examiner ! The practice frequently 
adopted by candidates of completing the debit side of the Profit and 
Loss Account by entries representing the share of profit? due to the 
partners is not, of course, inaccurate, but it is out of harmony with usual 
business practice, and it compels an examiner to work an addition 
sum in order to secure the information he seeks 1 

Sometimes, partnership Profit and Loss Accounts are prepared in 
three sections. Section I shows the actual net trading result ; Section 
11 the details of interest on capital and on drawings, partnership 
salaries, and other similar partnership adjustments ; Section III, the 
division of the resulting balance between the partners. This method 
facilitates the preparation of Income Tax returns, and shows the 
trading results at a glance as distinct from mere partnership allocations. 

Illustraiian. — George, Hugh, and Robert Dickson trade as Dickson 
Brothers. Profits are divided: one-half to George, and one-quarter each to 
Hugh and Robert. Interest at s % is allowed on capital and charged on 
drawings. The capital is fixed, and is held as follows : George, £io,ooo ; 
Hugh, £5,000 ; Robert, ^£3,000. At the close of each year a partnership 
salary of £300 is to be credited to Hugh, and one of £zoo to Robert. The 
following balances appeared in the Trial Balance of the firm on December 31, 
19.. ; TradingAccount(CreditBalance), £14,299 ; Office Salaries, £2,371 ; 
Office Expenses, £214; Reserve' for Bad Debts, January i, 19.., £320; 
Sundry Debtors, £8,440 ; Discount Account (Credit Balance), £37 ; Office 
Furniture, £74° ; .Machinery and Plant, £3,460 ; Office Rent, Rates, 
Heating, Lighting, £942 ; Loan at 5 % per annum from George Dickson, 
£2,000 ; Travellers’ Salaries and Commission, £3,270 ; Carriage Outwards, 
£374; Advertising, £845 ; Bank Interest and Charges, £159 ; Bad Debts, 
£277. Partners’ drawings : George, £1,23° interest thereon, £29 ; Flugh, 
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£872, interest thereon, £19 ; Robert, £985, interest thereon, £23. Partners’ 
Current Accounts on January i, 19. . : Credit Balances, George, £949 ; 
Hugh, £227 : Debit Balance, Robert, £319. Robeit Dickson, for goods 
had, debit balance, £79. A reserve for bad debts equal to 5 % on the 
Sundry Debtors is to be made. Depreciation is to be provided as follows : 
Machinery and Plant, 15 % per annum ; Office Furniture, 5 % per annum. 
The interest at 5 % per annum on George Dickson’s loan must be provided 
for. Prepare the firm’s Profit and Loss Account for the year ended 
December 31, 19.., and show the position of the partners as it would 
appear in the Balance Sheet at the same date. 


EXAMINATION QUESTION. 

On December 31, ig. ., three partner's had the following amounts at the 
credit of their Capital Accounts : A, £5,000 ; B, £3,000 ; C, £2,000. 

On January ist previous, they had to the credit of their Drawing Accounts : 
A, £750 ; B, £500 ; C, £400. 

Profits are divided in the same proportion as the capital, up to £3,000. 
Above that amount, A gets 25 %, B 35 %, and C 40 %. 

A drew during the year 19. ., £500 ; B drew during the year 19. ., £400 ; 
C drew during the year 19 . . , £300. 

The profits for 19.. amounted to £3,000, before charging interest on 
capital (to which all are entitled) at 4 %. 

Give the Drawing Account of each partner on December 31, 19 . . , interest 
on drawings to be ignored. {Chartered Accountants — Intermediate.) 


A. DRAWINGS ACCOUNT. 

Da. Cr. 


19... 

To Cash 


i 

S. 

d. 

19... 



£ 

s. 

d. 

Dec, 31 


500 

0 

0 

Jan. I 

By Balance 


750 

0 

0 

i» 31 

,, Balance carried 




DeC.31 

,, Interest on Capital 


200 

0 

0 

down 


1,600 

0 

0 

.. 31 

,, Share of Profits 


r,i 5 t> 

0 

0 



i 

2,100 

0 

0 




2,100 

0 

0 







19... 

DeC.31 

By Balance brought 



1 









down , . . , 


1,600 

i 

0 


B. DRAWINGS ACCOUNT. 

Dr. Cr. 


19.., 
Deo. 31 
M 31 

To Cash . . . . . . 

„ Balance carried 

down , . . . . . 


£ 

400 

1,030 

s. 

0 

0 

d. 

0 

0 

19... 
Jan, I 
D0C.31 

» 31 

By Balance 

,, Interest on Capital 
,, Share of Profits 


£ 

500 

120 

810 

S. 

0 

0 

0 

ci. 

0 

0 

0 



£ 

1.430 

0 

0 



£ 

X.430 

0 

0 







19 

Dcc.31 

By Balance brought 
down . . . . 


1,030 

0 

0 
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C. DRAWINGS ACCOUNT. 

Dr. Ck. 


19... 
Dec. 3X 
H 31 

To Cash 

„ Balance canled 

down 


£ 

300 

820 

S. 

0 

0 

d 

0 

0 

tg... 
Jan. I 
Dec.31 
M 31 

By Balance 

,, Interest on Capital 
„ Share of Profits 


i 

4OQ 

80 

640 

s. 

0 

0 

0 

d. 

0 

0 

0 




1,120 

0 

0 



£ 

r,i2o 

0 

0 







19... 

Dec.31 

By Balance brought 
down 


830 

0 

0 


PROFIT AND LOSS ACCOUNT FOR TPIE YEAR ENDED 


DECEMBER 31, 19... 

Dn. Cr. 



Portion of Junior Partner’s Share Borne by Another. — Not 

infrequently in practice, a junior partner is admitted on the under- 
standing that the whole or a portion of his share of the profits and 
partnership salary is to be borne by a senior partner. The sons of 
senior partners are sometimes introduced into the firm on some such 
arrangement. Such agreements involve no book-keeping difficulties, 
but they seem to confuse some students when confronted with them 
in examination questions. 


Illustration i . — George Dickson and G. McArthur are equal partners. 
They agree to admit Dickson’s son, Hugh, as a partner on January i, 19. . , 
and allow him one-ninth share of the profits, such share to be borne by 
George Dickson. For the year ended December 31, 19.., the profits 
were £8,649. The division of profits would be as follows : — 
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Dickson & McArthur, 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DJiCiiMBER 31, 19... 

Br. (Appropriation Section.^ Cr 


To George Dickson : — 

Share of Piofits ^,4324 10 0 
Less Transfer to 
Hugh DicUsou 961 0 Q 


By Balance brought down. . 



G, McArthur, Share of Profits . . 
Hugh Dickson, Share of Profits. . 


JllitstJ cition 2. Dickson and Chatenay, equal partners, admit McArthur 
as junior partner, ihe capital, bearing interest at 5 %, is held as follows : 
Dickson, ^ 10,000 I Chatenay, ,^8,000. McArthur is to pay in £2,000 as 
capital. Salaries are to be ciedited as follows : Chatenay, £4 50 ; McArthur 
£300. McAithur IS to have one-eighth of the profits, but as Dickson is 
to be relieved ^ regular attendance at the office, it is agreed that as between 
Dickson and Chatenay one-half of McArthur’s share of the profits and 
£zoq of his salary is to be borne by Dickson. 

Dickson, Chatenay & McArthur. 

PROFIT AND LOSS ACCOUNT FOR] THE YEAR ENDED 
P-*' DECEMBER gt, rp... Cit. 


To Interest on Capital 

Dickson . , . . £500 0 0 

Chatenay . . . . 400 0 o 

McArthur . . . . zoo 0 0 


Partnership Salaries : — 

Chatenay . . , . 1^450 0 o 
McArthur . . . . 300 0 o 


„ MrAithiir of Balanoc 
,, Balance earned down . . 


To Dickson . . 
,, Chatenay 


£ 


1,000 


750 

1,010 

7,070 


9*830 


3.887! 

3,887, 


7,775] 


By Balance brought down , 


By Balance brought down . . 
„ Dickson; 

i of McArthur’s 
bhare . . . . £505 
McArfhur's salary 200 


9,830! 


9)83o| 


7,070 


7051 


7,775 


DICKSON^S CURRENT ACCOUNT 



705 

3,182 

s. 

d. 


£ 

3,887 

s. 

10 

d. 

„ Balance carried down 

10 

0 




3,88? 

10 

0 


3,887 

10 

0 





„ Bainuce brought down . . . . 

3,182 

10 

□ 


Sometimes a junior partner is admitted to a firm on the basis of a 
small share of the profits, accompanied by a senior partner’s guarantee 
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that the share of profits shall not be less than a named sum. Assume, 
for example, that A and B admit C to partnership with one-tenth share 
of the profits, A guaranteeing that C’s share of profits shall not be less 
than ;£i,ooo in any one year. If C’s share of the profits at the close of 
any one year, amounted to, say, ,£875 only, then /135 must be debited 
to A’s Current Account and credited to C’s Current Account to transfer 
the amount. In the Appropriation Account, C will be credited with 
j^Sys only. If the minimum amount has been guaranteed by the firm, 
and not by an individual partner, the sum required to make up the 
guaranteed amount must be deducted from the shares of the other- 
partners in the proportion in which they share profits. 

Illustration . — A and B are partners. They admit C as a partner on 
the understanding that his share of the profits shall not be less than £i,soo 
in any one year. Profits are shared in the proportion one-half to A, three- 
eighths to B, one-eighth to C. The profits for the year ended December 31, 
19. ., were ,£7.800. The division of profits would be as follows : — 

A, B & C, 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 

(Appropriation Section.) 

Dr. Cb. 


To A, Share of Profits. . ^a.goo 

0 

0 

•Less Tiausfer to C, 




i o( £33} .. .. 

128 

ir 

5 

„ B, Share of Profits . 

2,935 

Q 

0 

•LtfSi 'Transfer to C, 




i of £325 .. .. 

96 

8 

7 

„ C, Share of Profits.. 

95-5 

0 

0 

*Ati 4 Transfer from A 

128 

ir 

5 

Transfer from B 

96 

8 

7 




£ 


* These transfers can be made ducct between the partners’ current accounts, as explained 

Where there is agreement between two or more partners for 
partnership salaries, the position is somewhat more complicated when 
the profits available are insufficient to meet partnership salaries and 
interest on capital. 

Illustration. — Dickson, Chatenay, and Uprichard are partners. Capital 
bears s % interest and is held as follows : Dickson, £6,000 ; Chatenay, 
£S,ooo. Dickson and Chatenay are equal partners. Uprichard, Dickson’s 
nephew. Was admitted to partnership on the terms that he was to be paid 
£300 as a partnership salary, £100 of which is to be borne by Dickson, 
and one-seventh of the profits, also to be borne by Dickson. Dickson 
and Chatenay each take half of the profits. For the year ended December 
31, 19.., the profits were £430. The Profit and Loss Account and the 
partners’ Current Accounts would appear as follows : — 
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Dickson, Chatenay & Uprichard. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
Da. DECEMBER 31, 19. .. < 


To Partnership Salary (Uprichard) 

,, Interest on Capital * : — 

Dickson £300 

Chatenay 250 

£ 

200 

550 

s. 

0 

a. 

0 

By Balance brought down . . . . 

,, Dickson, Share of Loss .. .. 

,, Chatenay, Share of Loss .. .. 

000 

s. 

0 

d. 

0 

0 

0 














£750 

0 

0 





£750 

0 

0 

Dr. 

DICKSON. CURRENT 

ACCOUNT. 


Cr. 

19... 
Dec. 31 

»» 31 
»» 31 

To Transfer, U'a Salary 
,, Share of Loss 
,, Balancecarrieddown 


£ 

100 

160 

85 

s. 

0 

0 

14 

d. 

0 

0 

3 

19... 
Dec.31 
M 31 

By Interest on Capital. . 

,, Transfer, U’s f Share 
of Loss of £320 


£ 

300 

45 

s. 

0 

14 

d. 

0 

3 




£345 

14 

3 




£345 

14 

3 







t 9 ... 
Jan. t 

By Balance brought down 


85 


3 


Dr. CHATENAY CURRENT ACCOUNT. 


19. 

Dec. 31 
M 31 

To Share of Loss 
,, Balancecarrieddown 


£ 

ifio 

90 

s. 

0 

0 

d. 

0 

0 

19... 

Dec.31 

By Interest on Capital. . 


£ 

250 

8 . 

0 

d. 

0 




£350 

0 

0 

19... 
Jan. I 



£«30 

0 

0 







By Balance brought down 



0 

0 

Db. 

UPRICHARD. 

CURRENT ACCOUNT. 


Cs 


19... 

Dec. 31 

y> 

To Transfer from Dick- 
son, Share of Loss. . 

,, Balance carried down 


£ 

45 

254 

£300 

s. 

14 

d. 

3 

19... 
Dec.31 
M 31 

By Partnership Salary . , 

,, Transfer Salary from 


£ 

200 

s. 

0 

d. 

0 


0 

0 




£300 

0 

0 





_ 


19... 
Jan. I 

ByBalanco brought down 


254 

5 

9 


* In the above illustration it is assumed that, as is usual la practice^ the agreement provides that 
interest on Capital is to be credited even when profits are insumcient to meet it. In the absence of 
such agreement, interest would be “abated ** in proportion to Capital in order to adjust it to the 
amount of profits available to meet it, in view of the provisions of S. 24 [4], Partnership Act, 1890 
(see p. 124). 

This illustration should be compared with that on p. 155; in the 
latter the agreement for the adjustments was between Dickson and 
Chatenay only, whereas in the above illustration the agreement is 
between all the partners, hence the different treatment in the books. 

Goodwill in a Partnership.— Goodwill in its general aspect has 
been considered at pp. 85-88. In this place, we deal with the asset 
as and when it may occur in a partnership. Goodwill does not appear 
in the vast majority of partnership accounts. But certain events 
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may compel the assessment of this asset. These are : (a) dissolution 
of partnership ; (6) the death or retirement of a partner ; (c) the 
admission of a new partner ; and (d), often overlooked in practice, a 
change in the Profit and Loss sharing ratio. Probably, the majority 
of present-day partnership agreements define the basis upon which 
in case of need goodwill is to be valued. The student will under- 
stand the need for making an adjustment for goodwill in partner- 
ship accounts, when he reflects that upon the happening of any of the 
events (a), (b), (c) mentioned above, a new firm is brought into being. 

For example, A and B, equal partners, have traded as A, B & Co. 
for fifteen years, and built up a prosperous business yielding an average 
profit of £s,ooo per annum. To cope with increasing trade, they 
admit C to partnership ; who, although he has done nothing to 
create the goodwill obviously attaching to the business, would be 
entitled to his proportionate share of the profits derived from the 
goodwill, and to a share in the value of that asset should dissolution 
or death occur. In order, therefore, that the claims of the old partners 
who built up the goodwill may be dealt with equitably, it is decided 
to compensate them by creating a Goodwill Account, and to credit 
each of them with ,£s,ooo, being two years’ average profits. 

Consider a somewhat extreme case by way of further illustration 
of the need for taking goodwill into account on the admission of a new 
partner. A and B admit C to partnership on the terms that he is to 
pay in ,^3,ooo as capital and to have one-fifth of the profits. Goodwill 
is not taken into account. Unforeseen circumstances arise, and the busi- 
ness has to be sold three months after C’s admission. The goodwill 
realises ^5,000. C is thus entitled to his share of this paper profit 
of £5,000, notwithstanding that he had no part in creating the goodwill. 

Again, D, E, & F have together built up a prosperous business. 
If D should die, would it be equitable that E and F should succeed 
to the whole of the goodwill to the exclusion of the representatives of 
D who presumably took a prominent part in its foundation 

Admission of New Partneir. — The admission of a new partner 
is the most common occasion for the creation of a goodwill account 
in partnership books. 

Illustration.- — A and B are partners in an old-established business. The 
Balance Sheet of the firm at December 3t, 19. ., was as follows : — 

A & B. 

BALANCE SHEET, DECEMBER 31. 19... 
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On January l, 19. it is agreed to admit C to partnership, who is to 
provide £4,000 as capital and to pay A and B £1,000 by way of premium 
for a quarter share of profits. C’s cash resources do not, however, exceed 
£<1 ,000, and he pays this in as capital. In lieu of the premium otherwise 
payable in cash, it is agreed that a Goodwill Account of £4,000 should be 
created, and a similar amount should be credited to A and B in the same 
proportion in which they share profits. The old partners thus surrender 
their claim for the cash premium, and become creditors of the firm for their 
respective shares of the goodwill credited to their Capital Accounts, and 
also benefit from the interest accruing on the additional capital standing to 
their credit. The Balance Sheet of the new firm would appear as follows ; — 

A, B & C. 

BALANCE SHEET, JANUARY i, 19.,. 



£ 

S. 

d. 


£ 

s- 

d. 

Capital \ — 




Goodwill 

4., 000 

0 

0 

A £11,000 




Sundry Assets 

18,700 

0 

0 

B . . . . 10,000 




Cash at Bank . . . , . . , . 

5.9S5 

0 

0 

C . . . , 4,000 









26,000 

0 

0 





Creditors 

5,685 

0 

0 





£ 

38,685 

0 

0 

£ 

38,685 

0 

0 


Premium for Admission of New Partner. — Frequently, the 
claims of the founders of a partnership goodwill are recognised by a 
new partner paying an agreed sura in cash as a premium for his 
admission to the firm and a share of its goodwill. There is no need, 
in such cases, to open a goodwill account in the books, or to make 
any entries whatever. The transaction is a private one between the 
old partners and the new partner, and does not affect the financial 
position of the firm. But the partners may desire to have a record of 
the transaction in the books of the new firm, and this could be done 
in the manner shown below, or by means of the alternative entries 
given in the illustration at p. 160. 

Illustration . — A and B are equal partners. They admit C to partnership 
as on January I, ig. ., on the terms that he is to pay £2,000 premium for 
his admission and to introduce £3,000 as capital. 


1 


CASH BOOK. 


i 


Dr. Cr^ 


19... 

Jan. I 

To C, Cash : — 

Capital . . £3 >ooo 
Goodwill . . 3,000 

3 

2 



1 

1 


1 

£ 

1 




i 








GOODWILL ACCOUNT. 2 


Dr. 9L. 




£ 

5 . d. 

19.3. 

By Cash (C) .... 


£ 

s. 

d. 

To Transfer : — 




Jan. I 

I 

2,000 

0 

0 

A’s Capital Account 

4 

1,000 

0 0 







B’s Capital Account 

5 

1,000 

0 0 















i6o HIGHER BOOK-KEEPING AND ACCOUNTS 




Illustration. — B. Black and W. White are partners and share profits 
and losses as to two-thirds to Black and one-third to W'hile. Black con- 
tributed £10,000 capital, and White £7,500. They admit G. Green to 
partnership, who is to pay in £s,ooo as capital and £3,000 by way of 
premium for admission. Green stipulates that the premium shall be left 
in the business in order to strengthen the firm’s financial position. The 
necessary entries are as follows : — 


Black & White. 
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PRIVATE LEDGER — continued. 

2 W. White. Capital Account. 2 

Du. Cr. 



1 

1 



■ 

By Balance . . . . 

„ ?, Premium from 

Green . . . . 

c!b. 

33 

i 

7,500 

1,000 

s. 

0 

0 


■ 

■ 

1 

1 



£ 

8,500 

0 


3 G. Green. Capital Account. 3 

Dr^ Cr. 




£ 

1 

i 

■ 


■ 


1 




1 

1 

■ 

By Cash 

■ 


i 


If no agreement was made regarding the retention of the premium in 
the business, but there was a desire to record the payment of the premium 
in the books of the firm, the only entries would be : — 


CASH BOOK. 

Dr. Cr. 


To Green 
Capital . . 
Premium 

. . £s,ooo 
. . 3,000 


£ 


d. 


By Cash 

Black, g 
mmm 

Pre- 

. . £ 3,000 


£ 

s. 








miiim 

. . 2,000 


3,000 














The above transactions would be posted as follows : — 

Capital, G. Green, £s.ooo, to the credit of his Capital Account in the 
Private Ledger. 

Premium, ,£3,000, as to £2,000 (two-thirds) to the credit of Black’s 
Current Account, and as to £r,ooo (one-third) to the credit of White’s 
Current Account. 

Cash, £3,000, as to £2,000 to the debit of Black’s Current Account 
as an ordinary drawing, and as to £r,ooo to the debit of White’s Current 
Account. 

EXAMINATION QUESTION. 

F and G agree to admit H as a partner as from January i, 19. ., upon 
the following terms : (n) H to bring in £s,ooo, of which £1,500 is to be 
regarded as a premium and credited equally to F and G. (6) Profits to be 
divided as follows : F and G, two-fifths each ; H, one-fifth. 

The Balance Sheet of F and G at December 31st last, was as under : — 


Lubiuties. £ s. d. 

Creditors 3,790 10 “ 

Capital — £ 

F 8,300 

G 8,500 

17^000 o 0 


£33,790 10 0 


Assets. £ £ s. d 

Plant, etc iS,30o 

Depreciation .. 3,300 

12,000 o o 

Debtors 4,600 

L^s Reserve . » . . 940 

3,660 o o 

Stock .. .. .. .. .. 5»73o 6 8 

Bank i,4zo 3 4 

£22,790 10 o 


Draft the Balance Sheet of the new firm on January ist. [Incorporated 
Accountants.) 


12 
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Solution. 


CASH BOOK. 

Cr. 



BALANCE SHEET, JANUARY i, 19... 



£ 

5 . 

d. 


£ 

s. 

a. 

Capital ; — 




Plant, etc £^5,300 




F £9.250 




Less Depreriatioa . . 3,300 









12,000 



H 3,500 




Debtora .. .. ,, 4,600 





22,000 

0 

0 

Less Reserve . . . . 940 




Creditors . . 

5,790 

10 

0 


3,6fio 

0 

0 





Stock ,4 . . 

5,720 

6 

3 





Bank , . , . . . * . . , . . 

6,410 

3 ' 

4 

£ 

27,790 

10 

0 

£ 

27,790, 

10 

0 


Examination candidates frequently fail to understand that, in 
circumstances such as those dealt with in the illustration at p. 159, 
no goodwill accoimt should be opened. The premium has been paid 
in place of a goodwill account. Examination questions frequently 
deal with the admission of a new partner who pays in cash capital, 
and a further sum as the " purchase price of a share in the unrecorded 
goodwill.” In answering such questions, it is quite inaccurate to 
open a goodwill account. The premium is to be divided between the 
old partners in the same proportion in which those partners shared 
profits and losses, as shown in the illustration given above. It is 
very important that the student should realise that in all cases where a 
new partner is admitted to a firm a new firm has come into existence, 
and that henceforth the new partner has equal rights with the old 
partners in the management of the business and to a share in the 
goodwill, subject, of course, to any modifications that may be imposed 
by the articles of partnership. 

Premium Paid for Fixed Partnership Term. — ^Where a premium 
has been paid for a fixed partnership term, and dissolution occurs 
before the expiration of the feed term, the partner paying the premium 
has the right (by S. 40 of the Partnership Act, 1890) to apply to the 
Court for repayment of the premium, or such part thereof as may be 
deemed just having regard to the actual duration of the partnership. 
As a general rule, judgment in such cases follows the judgment in 
Attwood V. Maud, (1868), L.R. 3 Ch. 369, and repayment is ordered 
to be made on a time basis, i.e. according to the proportion which the 
unexpired part of the partnership bears to the whole term agreed upon. 
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Goodwill on Partner’s Death or Retirement. — Unless the 
partnership agreement directs that on the death or retirement of a 
partner the goodwill is to pass to the remaining partners, either event 
necessitates the valuation of the goodwill. A goodwill exists, and it is 
an asset in which all the partners are entitled to share, including the 
retiring, or the representatives of a deceased, partner. 

Modern partnership agreements usually define the basis upon 
which goodwill is to be valued when the need arises. Sometimes 
(a) its value is fixed at a definite sum, or (6) its value may be based upon 
the average profits of a stated number of years, or (c) it may be valued 
on a basis of turnover of specified years, or {d) it may be valued by 
an independent accountant or other person on all the facts known 
to him. Occasionally (e) varying amounts are agreed as representing 
the goodwill value of the individual partners. In such cases, an 
endeavour is made to assess the goodwill loss which would be sustained 
by the firm by the death of each partner. For example, the death of 
the founder, and senior partner, of a firm might greatly reduce the 
value of the goodwill passing to the surviving partners. Such treatment 
needs delicate handling, and is infrequently met with. 

If the partnership agreement lays down no basis for determining 
the value of the goodwill, its value must be settled by agreement 
between the partners, or by arbitration, or, in the last resort, by 
litigation, or by sale for the best price it will command (>e David and 
Matthews^ [1899] ^ Ch. 378). 

Illustration . — A, B, and C are in partnership sharing profits respectively 
in the proportion three-sixths, two-sixths, and one-sixth. B dies on 
November i, rg. .. The articles provide that, in the event of a partner’s 
death, goodwill is to be valued at an amount equal to the average profits 
of the three years ended on December 31st next following the death. The 
Balance Sheet at that date is to form the basis on which the representatives 
of the deceased are to be paid out. Profits for the three years were : 
/,'8,iso, £6,400, £'S,Ss°~an avei-age profit of £7,800. The Balance Sheet 
of the film at December 31, ig. ., following the death, excluding goodwill, 
was as follows ; — 


A, B & C 

BALANCE SHEET, DECEMBER 31, ig... 



i 

s. 

d. 


£ 

S2 

d. 





Freehold Property 

12,876 

0 

0 

A £10,000 




Machinery and Plant 

7,224 

0 

0 

B . . . . 7,S°o 




Sundry Assets . . 

11,300 

0 

0 

C 5,733 









23,322 

0 

0 





Creditors 

7,878 

0 

0 





e 

31,400 

0 

0 

£ 

31,400 

0 

0 


In order to 6arry out the provisions of the partnership agreement, 
a goodwill account must be opened equal in amount to the average 
of the three years’ profits, viz. £7,800, and a like amount must be 
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credited to the capital accounts of the partners in the same proportions 
as profits are shared. The new Balance Sheet, including the goodwill, 
will appear as follows : — 

A, B & C. 

BALANCE SHEET, DECEMBER 31, ig... 



The balance shown in this way to be due to B’s representatives 
must be paid out in accordance with the articles of partnership. 
Usually, two, or more, years are allowed for payment of the sum due, 
in half-yearly instalments of agreed amount with interest at 5 % per 
annum on the balance outstanding. 

The surviving partners, A and C, have now become sole owners 
of the goodwill, and can, if they so desire, eliminate the asset from 
the books. 

Illustration. — ^I’ake the above details, and assume that, upon B’s death, 
A and C now agree (for a consideration as_ between A and C) to share profits 
in the proportion of two-thirds and one-third respectively, and that they have 
decided to write off the goodwill. The entries required are given below ; — 


JOURNAL. 


19... 
Deo. 31 

Sundries : — Dr. 


1 

s. 

d. 

t 

s. 

(!. 

A, Capital Account 


5,300 

0 

0 





C, Capital Account .. .. 


2,fl00 

0 

0 





To Goodwill Account 

Being transfer of the latter account to eliminate the 





7,800 

0 

0 


as-set from the books. 









As an alternative, and to avoid opening a goodwill account, A and 
C could have passed the necessary credit to B’s capital account (on 
the old profit-sharing basis) by the following entry : — 


JOURNAL. 


19. .. 



£ 

S. 

' d. 

£ 

S. 

d. 

Deo, 31 

Sundries ; — Dr. 







A, Capital Account 


1.050 

0 

I 0 





C, Capital Account . . . . , , 

To B, Capital Aocoimt ' 


650 

Jii 

0 

2, 600 

0 

0 


Being share of goodwill duo to the representatives of 








B as per terms of the partnership agreement. 










PARTNERSHIP ACCOUNTS 


1 6s 

A further journal entry would then have been necessary to adjust 
the goodwill in view of the change in A and C’s profit-sharing ratio 


JOURNAL. 


Dec. 31 C Cajiital Acrount .. Di. 

i'o A, Capital Account . . 

Transter of one-twelfth of GoorlwUl from C to 
A on the .iltoratioii of A’s profit-sharing ratio 
from 9/iatha to 8/iaths, and C’s from 
a/iatlis to 4/i2ths in the terms of the new 
agreement. 



Goodwill Partly Paid for in Kind. — It sometimes happens that 
when two businesses are amalgamated, the absorbing firm accepts the 
transfer of certain assets from the smaller business by way of part 
purchase for the goodwill. 


Illustration , — George and Hugh Dickson are equal partners in a cigarette 
manufacturing business. Their Balance Sheet at December 31, 19.., 
was as follows : — 


G. & H. Dickson. 

BALANCE SHEET, DECEMBER 31, tp... 



On January i, rg.., the partners agree to admit A. Chatenay, also a 
cigarette manufacturer, as a partner, on the following terms : Chatenay 
is to pay ,£2,000 to G. and H. Dickson as premium for admission, and 
also to contribute £6,000 as capital. It is agreed that in part payment 
of the latter sum certain of Chaienay’s business assets shall be taken over 
at the following valuations : Machinery and Plant, £1,956 I Stock, £2,194 ! 
Sundry Debtors, £goo, less s % reserve for bad debts. The premium 
to be paid by A. Chatenay is to be left in the business as additional capital. 
The book-keeping record is as follows ; — 
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JOURNAL. 




t 

5. 

d. 

£ 

s 

d. 

Siindries ; — Dr. 








Machinery and Plant . . 

II 

I.DSC 

0 

0 




Stock 

13 

2,194 

0 

0 




Debtors . . . . 

15 

900 

0 

0 




To A. Chatenay, Capital Account 

For Sundry Assets taken over this day in part dis* 

6 



5,050 

0 

0 


charge of Capital to bp paid in. 








A. Chateiiav, Capital Account .. .. .. Dr, 

5 

45 

0 

0 




To Bad Debts Reserve . . 

For Reseive on Book Debts taken over as agreed. 

8 




4S 

0 

0 





Freehold Factory. 
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LED GER — Lontintied. 

11 Machinery and Plant. 12 

Dil Cr. 





The Balance Sheet of the firm after the admission of A. Chatenay would 
appear as follows : — 


BALANCE SHEET, JANUARY i, 19... 
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Guarantees on Amalgamation. — It sometimes happens when 
businesses are amalgamated, or assets are taken over in lieu of cash, 
as illustrated in the above example, that an agreement is entered into 
by the incoming partner guaranteeing the book value of such assets 
The original parties may also, on their part, guarantee the value of 
some of their assets, e.g. book debts. They may also undertake that 
their liabilities shall not exceed the amount at which they stand in the 
Amalgamation Balance Sheet. Should the assets not realise the guaran- 
teed book values or the liabilities exceed the guaranteed limit, the 
differences must be treated as personal debts due from the guaran- 
tors. They may be made good either by cash payment or by a debit 
to the Capital Account or Accounts concerned. 

Illustration . — ^Assume the details given in the pievious illustration, and 
that the assets taken over from A. Chatenay were guaranteed by him to 
be of the values stated in the Journal entry dated June i, 19. .. A sub- 
sequent independent valuation of the Machinery and Plant was made, 
and its value was fixed at £1,895. The necessary adjustment is as follows : — 


JOURNAL. 

Dr, Cr. 


!()... 


L.F. 

i 

B 

d. 


■ 

■ 

Feb. 14 

A Chatenay, Capital Account . . « . . . , . Dr. 


D 

0 


n 

nn 

To Machinery and Plant Account 

Being shortage in the value of this asset guaranteed 



I 


B 

B 

D 



•it ft, 95*5 !>nd now vaUiiid at £1,895. 


■ 

I 


■ 

1 

B 


Summary of Treatment of Goodwill. — In view of the confusion 
shown by some examination candidates in the treatment of goodwill, 
it may be useful to summarise the various ways in which goodwill 
may arise in partnership accounts and its proper treatment. 

(A) Data . — New partner is to pay the old partners a fixed amount, 
£2,000, for a share of unrecorded goodwill, and is to introduce 
an agreed amount, ,£5,000, as capital. 

Entries . — No entries are required in the books of the new 
firm for the £z,ooo goodwill. The amount will be paid 
direct to the old partners in the proportion in which they 
shared profits. This £2,000 is not paid into the firm’s 
account, but privately to the old partners, unless, of course, 
they agree to pay it in as additional capital as in (c). The 
£5,000 capital will be debited on receipt to Cash and posted 
to the credit of the new partner’s Capital Account. No 
goodwill account is to be opened. 

(B) Data . — An agreed amount, £2,000, is to be treated as the 
value of the firm’s goodwill. The new partner is to pay in 
£5,000 as capital. 

Eniries , — A Goodwill Account must be opened and debited 
with £3,000. The Capital Accounts of the old partners 
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must be credited with ^2,000 in the proportions in which 
they shared profits. The P^'d in by the new partner 

will be treated as in A above. 

(C) Data.— The new partner is to pay ;^3,ooo for a share of 
goodwill and the amount is to be left in the business. He is 
also to pay in £5,000 as capital. 

Entries .- — The £2,000 for goodwill must be debited to cash 
on receipt, and posted to the credit of the Capital Accounts 
of the old partners in the proportion in which they shared 
profits. The £5,000 paid in as capital will be treated as in 
A and B above. No goodwill account is to he opened. 

(D) Data . — On the death (or retirement) of a partner, goodwill is to 
be valued in accordance with the terms of the partnership 
deed ; for example, it is to be taken as of the value of the 
average profits for the three years ended on December 31st 
next following the death (or retirement) of the partner. 

Entries . — Assuming that the average of the three years’ 
profits is, e.g., £5,000, open a Goodwill Account and debit 
it with £5,000, and credit the like sum to the Capital 
Accounts of the partners, including that of the deceased 
(or retiring) partner, in the proportion in which profits are 
shared. The books will then show the amount to be 
accounted for to the representatives of the deceased, or to 
the retiring, partner. 


EXAMINATION QUESTION. 


Blank found himself in 

the position disclosed in the following statement 

on December 31st ; — 




Liabilitjes. 

£ 

Assets. 

£ 

Sundry Creditors 

■ 3.630 

Sundry Debtors . . 

. . 3,082 

Preferential Creditors 

185 

Bills Receivable . . 

. . 120 

Bank Overdraft 

. 250 

Stock 

942 

Abel Chatenay (loan) 

800 

Machinery 

, , 1,000 



Cash in hand 

IS 



Deficiency 

. . 706 


£4.865 


£4.865 


The following arrangements were entered into with the parties concerned. 

The preferential creditors and the bankers were to be paid in full. The 
trade creditors were to accept 15s. in the £ in full settlement. Abel Chatenay 
was to join Blank as a partner, introducing p^z,ooo into the business, and the 
loan of £800 was to be transferred to his capital account. The Sundry 
Debtors were valued at £i ,740. The Stock was written down to £700, and the 
Machinery to £800. Any profit or loss arising out of the above settlement 
was to be carried to Blank’s Capital Account. 

Prepare a statement showing the position of the new firm upon the 
completion of the above settlement. {London Chamber Commerced) 
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Solution. 


JOURNAL. 

Dr. Cr. 


19 




£ 

s. 

d. 

i 

s. 

d. 

Dec. ^1 

Sundry Creditors 

To Realisation Account 

Being 5s. in the £ written of! these debts. 

.. Dr. 


907 

10 

0 

907 

10 

0 


,t 31 

Realisation Account . . . * 

.. Dr. 


784 

0 

0 




To Sundry Assets : — 









Sundry Debtors 






342 

0 

0 


Stock , . 






242 

0 

0 


Machinery 






200 

0 

0 


Being loss on revaluation of tliese assets. 









n 31 

Realisation Account 

.. Dr. 


133 

10 

0 




To Blank, Capital Account 

Being profit on rearrangeraent of business. 





123 

10 

i) 




BLANK. CAPITAL ACCOUNT. 

Dr. Cr. 


19. .. 



£ 

S. 

d. 

19... 



£ 

$. 

a. 

Dec. 31 

To Balance . . . . 


706 

0 

0 

Dcc .3 

By Realisation Account 


123 

10 

0 






t> 31 

„ Balance carried 










down . . . . . . 


583 

10 

0 





0 

0 




£706 

0 

0 

19... 
Dec. 31 

To Balance brought 


5^2 









down 


10 

0 








Blank and Cliatonay. 

BALANCE SHEET, DECEMBER 31, ig... 



£ 

s. 

d. 


£ 

s. 

d. 

Capital 5 — • 




Sundry Debtors . . . . 

1,740 

0 

0 

Chatpnay . . 

2,800 

0 

0 

Bills Receivable .. .. .. 

J20 

0 

0 

Bank Overdraft 

250 

0 

0 

Stock 

700 

0 

0 

Sundry Creditors 

2,722 

10 

0 

Machinery 

800 

0 

0 

Prefeiential Creditors 

185 

0 

0 

Cash in hand 

15 

0 

0 





Cash at Bank 

2,000 

0 

0 





Blank (debit balance of Capital 








Account) 

582 

10 

0 

£ 

5,957 

10 

0 

£ 

5,957 

10 

0 


Shaife of Late Partner Continued as Loan, — Articles of partner- 
ship sometimes provide that when the amount due to a deceased partner 
has been ascertained, it shall be treated as a loan, carrying interest at 
an agreed rate, and be payable in a stated number of instalments at 
fixed intervals. In such cases, the capital account of the deceased 
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partner is credited with interest at the agreed rate, and debited with 
the instalments as and when paid . 

Jlhistration.—B. Black, W. White, and C, Brown were in partnership. 
Black died, and the amount due to hint as on the date of death was agreed 
with his represmtatives at £s.o8o. By the partnership articles this sum 
was repayable m ten equal yearly instalments, and interest at s % per 
annum on the current balance was to be paid in cash at the close of each 
year. Assuming the death of Black to have taken place on December 31, 
19.., the Capital Account on the following December 31st would appear 
as follows : — 


B BLACK (thi! late). LO.W ACCOUNT. 

D«- Cr. 


19... 
Dec. 31 

To Cash (istlnstal- 

C.B . 

i 

s. 

d. 

19 .. 
Dec. 3 1 

By Transfer from 


i 

S. 

ci. 


ment) .. .. 

508 

0 

0 

Capital Account 

j. 

5,080 



)i 31 

,, Cash (Interest) 


254 

0 

0 

19. .. 



31 

,, BiilancR caiTied 
down 

V 

4>572 

0 

0 

Dec.31 

„ Interest at 5 % 

j. 

354 

0 

D 



c 

5,334 

0 

0 



i 

5,334 

0 

0 







19... 

Dec.3i 












By Balance biougbt 







. 



— 


down . . . . 


4,57* 

0 



0 


Survivorship Assurance Policies. — A modern practice, growing 
in popularity, is to take out a partnership joint policy of assurance for 
an agreed sum, so that upon the death of a partner the proceeds of the 
policy become available to discharge the amount due to the repre- 
sentatives of the partner. In this way, undue strain upon the firm’s 
financial resources is avoided. The annual premiums are charged 
against the firm’s Profit and Loss Account. When, owing to death 
or maturity of the policy, the sum assured is received, it represents 
accumidatcd undivided profits, divisible in the proportions in which 
the partners share profits and losses, and is credited to the Capital 
Accounts. 

Illustration. — P. Helyet, C. Testout, and A. Pillar are in partnership, 
sharing profits respectively in the proportion _ one-half, one-quarter, one- 
quarter. Plelyet has contributed £15,000 Capital ; Testout, £7,500 j and 
Pillar, £6,000. Interest at 5 % is allowed on capital, but no interest is 
charged on drawings. Testout and Pillar are each credited with a part- 
nership salary of £500 on December 31st of each year. On the death of 
a partner, goodwill is to be valued at one year’s purchase of the average 
profit for the three years immediately preceding the death. A policy of 
assurance for £13,000 is to be taken out on the joiiit lives of the three 
partners. Testout died on December 31, 19... His drawings for the 
year ended on the same date were £3,286. The results of the firm’s trading 
for the three years ended on the date of death were £7,878 (profit), £5,278 
(profit), but for the year of Testout’s death a loss of £480. After the 
necessary adjustments, C. Testout’s Capital and Currents Accounts would 
appear as follows : — 
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C. TESTOUT. CAPITAL ACCOUNT. 

Dr. Cr. 




£ 

s. 

d. 

19... 



£ 

s. 

To Balance carried 





Dec.-^i 

By Balance 


7,500 

0 

down 


11,55s 


a 

M 31 

,, Share of Goodwill 








(i- of ^4. 225 6s 8(1. 1 
,, Share of Assurance 


t, 05 f> 

6 


» 31 






Pohcyiiof ,^12,000) 


3,000 

0 


£ 

11,556 

6 

8 



£ 

n, 55 <> 

6 






19... 

Dec.31 

By Balance* brought 









down 


11,556 

6 


C. TESTOUT, CURRENT ACCOUNT. 

Dr, Cr. 


19... 

Dec, 31 
M 31 

To Drawings .. 

,, Share of Loss . . 


£ 

2,286 

120 

s. 

0 

0 

d 

0 

0 

19... 
Dec 31 
M 31 

31 

By Interest on Capital 

,, Siilary 

,, Balance carried 

down 


£ 

375 

500 

1,531 

s. 

0 

0 

0 

d. 

0 

0 

0 




£2,406 

u 

n 




£2,406 

0 

0 

19. .. 
Dec. 31 

To Dalaiico brought 
down 


1.531 

0 

0 








GOODWILL VALUATION. 



Partners sometimes prefer not to charge the whole of the premiums 
to Profit and Loss Account. A " Life Policy Account ” is then opened, 
and that portion of the annual premium which is represented by the 
increased surrender value of the policy is credited to “ Life Policy 
Premium Account,” and debited to " Life Policy Account.” By this 
method, the latter account shows at any time the present surrender 
value of the policy. When the policy matures, the amount received 
from the assurance company is credited to “ Life Policy Account” 
and the balance in excess of the surrender value is divided between 
the partners. 
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Ilhistration. —Dickson and Jones are equal partners. They have taken 
out a joint policy for £s,ooo at an annual premium of £135. After the 
policy has been running for some years, Dickson dies. The amount due 
under the policy was paid on December 31, 19... The follotving Ledger 
accounts concern the policy : — 


1 LIFE POLICY PREMIUM ACCOUNT. 2 


Dr. Cr. 


19... 



I 

s. 

d. 

19-*. 

‘ 



s. 

d. 

Dec, 31 

To Cash, Annual 





Dec.31 

By Transfer to Life 






Premium.. 

C.B. 

135 

0 

0 


Policy Account 












(increase in sur- 












render value) , . 

3 

45 

0 

0 







» 31 

,, Profit and Loss 












Account . . . . 

P.L. 

90 

0 

0 




Il35 

0 

0 




fl35 

0 

0 


3 LIFE POLICY ACCOUNT. 4 

Dr. Cr. 


19-.. 



£ 

s. 

d. 

19... 



£ 

8 . 

d. 

Dec. 31 

To Balance (sur- 




Dec.31 

By Cash, Proceeds of 





render value at 





Policy , . . . 

C.B. 

5,000 

0 

0 

.. 31 

date) .. .. 

,, Transfer from 

v 

5,563 

0 

0 





/ 


Life Policy Pre- 
mium Account 

2 

45 

0 

0 


/ 






31 

,, Dickson, Capital 
Account (share 












of balance) 


I1I96 

0 

0 


X 





» 31 

„ Jones, Capital 






x 






Account (share 
of balance) 


1,196 

0 

0 


X 







£ 

5,000 

0 

0 



£ 

5,000 

0 

0 


New Partner and Revaluation of Assets— The admission of 
a new partner may afford a favourable opportunity to revalue some 
of the assets of the old firm, indeed a new partner may make this 
a condition of his entry as partner. Some of the assets may have 
appreciated in value above their book values, others, on the other 
hand, may have depreciated. Freehold property, for example, may be 
retained in the books at its original cost, notwithstanding that it has 
greatly increased in value. Plant and Machinery may appear at a 
figure above its actual market value. Appreciations and depreciations 
disclosed upon revaluation, or agreed upon by mutual consent, 
must be treated as partnership profits and losses and be divided between 
the partners in the proportions in which profits and losses are shared. 

Illustration. — G. Dickson and A. Chatenay are equal partners. On 
January i, 19.., they agree to admit G. Wand as partner. Wand is to 
pay £2,000 as a premium — the money to be left in the business — and 
contribute £s,ooo as capital. The Balance Sheet of the old firm as at 
December 31, 19. . , was as follows : — 
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Dickson & Chatenay. 

BALANCE SHEET, DECEMBER 31, 19... 



£ 


d 


1 

s. 

d. 

Capital : — 




Freehold Property 

7 ,‘Fu 

0 

0 

G. Dickson ^10,000 




Machinery and Plant 

6,841 

0 

0 

A. Chatenay . . . . 8,000 




Sundry Debtors 

10,210 

0 

0 









Sundry Creditors 

7,862 

0 

0 

Bank {Current Account) . . . . 

321 

0 

0 

Bank Loan 

2,000 

0 

0 





Reserve Account 

1,000 

0 

0 





f 

28,862 

0 

0 

1 

28,862 

0 

0 


It was agreed after negotiation between the parties that the following 
adjustments in the book values were to be made : — 


{a) Freehold Property to be valued at 12,000 

(i) Machinery and Plant to be reduced to S,ooo 

(e) Bad Debts to the amount of ,{^749 to be written off . . 749 

(d) Stock to be valued at 3,000 


(e) Reserve Account to be tiansferred to Revaluation Account. 
The Revaluation Account would appear as follows : — ■ 


REVALUATION ACCOUNT. 

Din Cb. 



£ 

h. 

a. 


£ 

s. 

d. 

To Machinery and Piant (Depre* 




By Freehold Property (Apprecia- 




elation) 

1,841 

0 

0 

tion) 

4,038 

0 

0 

,, Bad Debts (written off) . , 

740 

0 

0 

,, Reserve Account (transfer) . , 

1,000 

0 

0 

„ stock (amount written ofl) , . 

338 

0 

0 





,, Balance carried down .. .. 

1,920 

0 

0 





£ 

5,0.38 

0 

0 

£ 

5,038 

0 

0 

To G. Dickson, Capital Account . . 

<)fio 

0 

0 

By Balance bi ought down ’ .. .. 

1,920 

0 

0 

„ A, Chatenay, Capital Account. . 

900 

0 

0 





£ 

1,920 

0 

0 

£ 

1,920 

0 

0 


The Balance Sheet of the new firm, as at January i, 19. ., would appear 
as shown on p. 17a. 


EXAMINATION QUESTION, 

George McArthur and Arthur Hadley were equal partners. McArthur 
died on December 30, ig... Accounts were piepared at the close of the 
financial year (December 31st), when it was found, after ascertaining and 
ciediting the profit for the previous year in the ordinary way, that the 
partners’ accounts stood as follows : McArthur, Capital Account, £8,000 ; 
Current Account (Credit Balance), £962. Hadley, Capital Account, £7,000 ; 
Current Account (Credit Balance), £852. 

It was agreed with McArthur’s executors that the value of the Goodwill, 
which had not hitherto appeared in the books, should be fixed at £3,000, 
and that the assets and liabilities should be reviewed. Valuations were made 
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with the following results : The book value of the Plant and Machinery was 
reduced by £500 ; the Reserve for Bad Debts was found to be excessive by 
£200 ; the Stock was undervalued by £350 ; the Sundry Creditors were over- 
stated by £670 ; and the Patents (book value, £300) were held to be of no 
value. 

Submit the partners’ accounts as they would appear in the Revaluation 
Balance Sheet. (Royal Society Arts.) 

Solution. 


REVALUATION ACCOUNT. 

Dr. Cr. 


IQ. .. 



£ 

s. 

d. 

19... 



£ 

s. 

d. 

Dec, 31 

To Plant and Machinery 





Dec.31 

By Goodwill 


3,000 

0 

0 

(Depreciation) 


500 

0 

0 

M 31 

„ Reserve for Bad 





,1 31: 

,, Patents (wntten 00) 


300 

0 

0 

Debts (excess) 


200 

0 

0 

» 31 

,, Balance carried 





„ 31 

,, Stock (appreciation) 


350 

0 

0 

down 


3 . 4=0 

0 

0 

M 31 

,, Sundry Creditors 
(overstatement) . . 


670 

0 

0 




£ 

4,230 

0 

0 



£ 

4,220 

0 

0 

ig... 

Dec. 31 

To McArthur, Capital 





19 ... 

Dec.si 

By Balance brought 





Account 


1,710 

0 

0 


down 


3.420 

0 

0 

31 

„ Hadley, Capital 










Account . « 


1,710 

0 

0 









£ 

3,420 

0 

0 



£ 

3,420 

0 

0 


McArthur & Hadley, 


REVALUATION BALANCE SHEET, DECEMBER 31, ig... 
(PABTNEns’ Accounts Only.) 

Dr, Cr. 


Capital 

G. McArthur 

Share of rovaiuatiou profit 

,^8,000 

1,710 

£ 

9 > 7 io 

s. 

d. 

Nots. — I t would be eqiiallycorrect 
to carry one Imlf-sharo of the 
goodwill, as a separate item, to 
the credit of each partner. 

£ 

S. 

d. 


7,000 

1,710 






Share of revaluation profit 

8,710 


0 




Current Accounts - 
G. McArthur . . . . . . 

£962 

852 







1,814 










_ 





_ 


Amalgamation of Two Businesses. — Not infrequently, two or 
more sole traders engaged in the same trade, or two or more sole 
professional practitioners, agree to amalgamate their assets and lia- 
bilities to form a partnership . In such circumstances, the Balance Sheet 
of each business or profession usually requires careful revision, and 
agreement must first be reached as to any adjustments in the value of 
the assets or the extent of the liabilities that may be necessary. • In 
some cases the goodwill of the amalgamating concerns may he con- 
spicuously unequal in value, and equitable recognition of the inequality 
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must be effected in the books of the new partnership. The book- 
keeping principles involved are precisely the same as in the case of 
amalgamating limited companies (see pp. 470 et seq.). The Balance Sheet 
of each of the amalgamating parties must be re-drafted to accord with 
the adjustments agreed upon, and the re-drafted Balance Sheets 
combined will then form the initial Balance Sheet of the new 
partnership. 


EXAMINATION QUESTION. 


Grey and Green amalgamated their businesses on January ist, their Balance 
Sheets being as follows : — 


G. GREY. 


Liabilities. £ 

Creditors 500 

Bank Overdraft 250 

Capital 7,250 


£8,000 


Assets. £ 

Plant 5,000 

Debtors i ,000 

Stock 2,ooli 


£8,000 



G. GREEN. 



Liabilities. 

Creditors 

Capital 

£ 

. . 400 

•• i>93S 

Plant 

Debtors 

Stock 

Cash 

Assets. 

c 

. . 

. . 700 

. . 300 

.. 835 


£2.335 



£ 2.335 


(а) Piepare opening Balance Sheet for the partnership having regard 
to the following adjustments : Grey to be credited with goodwill, £3,000 ; 
Green to be credited with goodwill, £500 ; the value of Grey’s plant to be 
reduced by 10 % and his stock by 5 % ; the overdraft is paid off ; a Reserve 
Account of 5 % on all debtors to be raised. 

(б) Show their Capital Accounts at June 30th, the net profit for the 
half-year having been £4,000. Allow 5 % interest on capital, and divide 
the profit as to two-thirds to Grey and one-third to Green. [Central Asso- 
ciation Accountants.) 


Solution. 


G. Ghey’s Books 


19... 
Jan. I 


ft 


JOURNAL. 

Dr. Cr. 




f. 

s. 

d. 

£ 

s. 

d. 

Capital Account Di. 


650 

0 

0 




To Plant Account (Depreciation) 





500 

0 

0 

„ Stock (Depreciation) . . . 





lOQ 

0 

0 

,, Sundry Debtors (Reserve) 





50 

0 

0 

Being decrease in the valuation of these assets. . . 








Goodwill Account Dr. 


3^000 

0 

0 




To Capital Account . . . . 





JjOOO 

0 

0 

Being agreed value of goodwill. 









13 
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G. Grey. 

BALANCE SHEET, JANUARY i, 19... 



t 

s. 

d. 


£ 

s. 

d. 

Capital Account : — 




Goodwill . . . . 

3,000 

0 

0 

Balance.. .. .. ,, £ 7 ,a^o 




Plant 

4,500 

0 

0 

tjoodwjll ^.000 




Dcbtoi^ 

950 

0 

0 

Overdiaft paid off .. 250 




Stock . . . 

1,900 

0 

0 

10,500 








Ltss Loss on Revaluations 630 








... — ■ - 

9,850 

0 

0 





Creditors . . . . 

500 

0 

0 





L 

10,330 

! 

1 

£ 


1 

1 


Note, — I t is assumed that Grey paid off the overdraft out of private 
funds, as there is no cash balance. 


G. Green’s Books. 


JOURNAL. 

Dr. Cr 


I 9 ‘.. 




£ 

s. 

d. 

£ 

s. 

d. 

Jan. I 

Goodwill Account .. .. «. .. .. • 

. ..Dr. 


500 

0 

0 





To Capital Account 

Being the agreed value of this asset. 






500 

0 

0 


Capital Account 

. ..Dr. 


35 

0 

0 





To Sundry Debtors . . . . . . . . . 

Being reserve of 3 % on these debts. 






35 

0 

0 



G. Green. 

BALANCE SHEET, JANUARY i, 19... 



£ 

S. 

d. 


£ 

s. 

a. 

Capital Account j — 




Goodwill 

500 

0 

0 

Balance .. .. .. £1,935 




Plant 

500 

0 

0 

Goodwill 300 




Debtors 

O65 

0 

0 









2,435 




Cash 

835 

0 

0 

L#ss Reserve for BadDebts 35 









2,400 

0 

0 





Creditors . . . . . . 

400 

0 

0 






£2,800 

0 

0 


£2,800 

0 

0 


Grey & Green. 

BALANCE SHEET, JANUARY i, 19... 
(Upon Amalgamation.) 




£ 

s. 

d. 



£ 

s. 

d. 

Capital 





Goodwill . . . . 


3,500 

0 

0 

G, Grey 

■ • • £ 9 fi 5 ° 




Plant 


5,000 

0 

0 

G. Green . . . 

, . . 2,400 




Stock . , , . 


2,aoo 

r. 6 r 5 

S35 

0 

0 


12,250 

900 







Creditors , . . . 



0 

0 

Cash . . . . 


0 

0 


£ 


0 

0 


£ 

13,150 

0 

0 
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Grey & Green. 

BALANCE SHEET, JUNE 30, 19,.. 
(Capital and Curkent Accounts Only.) 



Annuities and Partnership Accounts. — Some partnership deeds 
provide that on the death of a partner an annuity of agreed amount 
shall be paid for a fixed term to the deceased partner’s representatives 
in lieu of a share of the goodwill arrived at in the manner described 
above. The usual practice in circumstances of this sort is to charge 
the annuity against the current Profit and Loss Account as an annual 
expense. But there is no objection, as an alternative method, to 
debiting the annual payments to goodwill, provided that that account 
is kept within reasonable bounds. 

Dissolution. — Dissolution of partnership may result from several 
causes, viz. the death, bankruptcy, or lunacy of a partner ; the 
expiration of the partnership term ; the termination of the undertaking 
for which the partnership was formed ; inability of the partners to 
work together in harmony, etc. It has already been stated that upon 
dissolution the partnership assets are applied as follows ; First, in 
payment of debts due to outside creditors ; secondly, in repayment of 
loans from partners ; thirdly, in repayment of partners’ capital ; and 
lastly, in the distribution of the surplus, if any, amongst the partners 
in the proportions in which they share profits. If the assets realise 
less than the amount necessary to discharge the first three sets of 
liabilities, it is clear that there is a deficiency, which must be appor- 
tioned so that the rights of the partners as between themselves may be 
adjusted equitably. 

Students sometimes make the mistake of assuming that partners 
are entitled to share the assets of the firm in the same proportions in 
which they share profits, and proceed to solve a dissolution problem 
on that basis. That, of course, is a serious error. On dissolution, the 
share of each partner in the assets is fixed by the amount standing to 
his credit on Capital and Current Account, any profit or loss on disso- 
lution having first been apportioned in the proportion in which the 
partners share trading profits 
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Illustration. 

BALANCE SHEET. 

(On Completion of Winding Up.) 


Capital : — 

A. B 

C. D 

.. £ 5,000 
. . 4,000 

£ 

9,000 

2,146 

s. 

1 

d. 

Cash at Bank (after paying all 
liabilities) 

11,146 

S. 

.0 

d. 

0 

Current Accounts : — 

A. B 

C. D 

.. 1,926 

. . 230 
















£ 

11,146 

0 

0 

£ 

11,146 

0 

0 


A. B. and C. D. are equal partners, but they are not entitled to share the 
assets of the firm, i.e. Cash £11,146, equally. A. B. is entitled to be paid 
his capital, £5,000, plus his Current Account, £1,936, i.e. £6,936 ; and 
C. D. is entitled to £4,330. 

Section 44 {a) of the Partnership Act, 1890, provides that in settling 
accounts between partners after a dissolution of partnership, the 
following rules shall, subject to any agreement, be observed : “ Losses, 
including losses and deficiencies of capital, shall be paid first out of 
profits, next out of capital, and lastly, if necessary, by the partners 
individually in the proportion in which they were entitled to share 
profits.” By this clause, therefore, any losses there may be must 
first be charged against the partners’ undrawn profits (i.e. Current 
Accounts), next against their Capital Accounts, and finally, should any 
deficiency then remain, it must be made good by actual contribution 
in cash. 

The book-keeping entries recording a dissolution follow closely 
those necessary in company liquidation. A Realisation Account is 
opened in which must be collected the profits or losses arising from the 
disposal of the assets, or the settlement of the liabilities. The expenses 
arising from the dissolution are debited to the same account, which 
then shows the net profit resulting from the winding up of the 
business. The resulting profit, or loss, is transferred to the partners’ 
Current Accounts, in the same proportion in which trading profits and 
losses are shared. The balance of cash available will then exactly 
suffice to discharge the credit balances of the partners’ Capital and 
Current Accounts. Should the Capital Account of any partner show 
a debit balance, he must pay in the amount necessary to make good 
the deficiency, since, in effect, he has overdrawn his Capital Account. 
It is important to remember that, in the absence of special agree- 
ment, no partner can claim interest on capital or partnership salary 
beyond the date of dissolution, however long the winding-up pro- 
cedure may take. In the author’s experience, some examination 
candidates treat the balance of cash available uplon dissolution as a 
profit, and proceed to divide it as such. It is the profit or the loss on 
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realisation which must be apportioned, and not the amount finally 
shown as available. If the dissolution accounts are correct, the 
amount shown as due on the partners’ Capital Accounts will be 
exactly discharged by the balance of cash available as shown by the 
cash book. 

The following illustrations deal with some of the more common 
circumstances met with in partnership dissolutions. 

Cessation of Business and Sale of Assets. 

Illustration . — George and Hugh Dickson, trading as Dickson Brothers, 
are equal partners. They agree to sell their business to Chatenays, Ltd., 
as on December 31, 19... The purchase price is agreed at £65,000, 
payable in cash. The liabilities are to be paid by the purchaseis, and 
the assets are to be taken over by the company at their book values. This 
illustration presents a dissolution problem in its simplest form. After 
final adjustments, the Balance Sheet of the firm was as follows : — 


Dickson Brothers. 

BALANCE SHEET, DECEMBER 31, 19... 



£ 

s. 

d. 


£ 


d 

Capital : — 




Freehold Warehouse . . . . . . 

28,56? 

0 

0 

G, Dickson ^^o.ooo 




Machinory and Plant 

r't, 48 .'i 

0 

0 

H. Dickson 25,000 




Motor Lorries 

2,876 

0 

0 









Loan and Intciest, G, Dickson s . 

'5.350 

0 

0 

Sundry Debtors 

x ;^,312 

0 

0 

Sundry Creditors . * 

10,286 

0 

0 

Cash at Bank 

1,961 

0 

0 

£ 

70,536 

0 

0 

£ 

70,536 

0 

0 


JOURNAL, 

Dr. Cr. 


19... 



£ 

s. 

e. 

£ 

s. 

d. 

Doc. 31 

Kealisation Account . . . . Dr. 

SI 

70,536 

0 

0 





To Sundry Assets : — 









Freehold Property . . . . 

Machinery and Plant 

2 

4 




28,562 

14.485 

0 

0 

0 

0 


Motor Lomes . . . . 

6 




2,876 

0 

0 


Stock 

8 




9,440 

0 

0 


Sundry Debtors 

10 





0 

0 


Cash at Bank 

12 




1,961 

0 

0 


Being assets sold to Chatenays, Ltd., at the 









above prices. 








V 33 

Sundries : — Dr. 









Sundry Creditors 


10,286 

0 

0 





Loan (G. Dickson) 

■CH 

5,250 

0 

0 





To Realisation Account 





15,336 

0 

0 


Being liabilities of Dickson Brothers now paid off. 

BH 







» 33 

ChatenaySj Ltd Dr. 


65,000 

0 

0 





To Realisation Account 





65,000 

0 

0 


Being agreed purchase price of the business. 

BB 







31 

Realisation Account Dr. 

1^1 

10,000 

0 

0 





To G. Dickson (Capital Account) .. .. 

18 




5,000 

0 

0 


,, H. Dickson (Capital Account} .. .. .. 

20 




5,000 

0 

0 


Being division of the proht on the sale of the 









business. 
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LEDGER. 


1 

Dr, 


19... 
Deo 31 


Freehold Property. 


Ci(. 


To Balance . . 


c 

5. 

d. 

19.,. 


j. 

£ 

S. 

a. 

V 

38,562 

0 

D 

DeC.31 

By Realisation Ac- 









count . . . . 

14 

28,562 

0 

c 


3 Machinery and Plant. 4 

Dr, Cii 




£ 

s. 

d. 

19 - •• 


j. 

£ 

s 

cl 

To Balance 

V 

14,485 

0 

0 

Dec.31 

By Realisation Ac- 








count 

14 

14,485 

0 

0 


S Motor Lorries. G 

Dr. Cr. 


19... 



£ 

s. 

d. 

X9... 


J. 

£ 

S. 

d. 

Dec. 31 

To Balance 

V 

2,876 

0 

0 

Dcc,3 I 

By Realisation Ac- 










count . . . . 

14 

3,876 

0 

0 


7 Stock. 

Dr, 


Cr. 


8 


19. .. 


■ 

£ 

H 

s 

lO- .. 


J. 

n 

i 

i 

Dec. 31 

To Balance 


9,440 

m 

E 

Dec.31 

By Realisation Ac- 


■■1 

■ 

II 





1 

1 


count . . . . 



1 

1 


3 


Sundry Debtors. 


10 


Dr. Cr. 


19... 


■ 


B 

P 

19... 


J. 

£ 

s. 

d. 

Dec. 31 

To Balance . , 

■ 


E 

E 

Dcc.31 

By Realisation Ac- 







1 

1 


count . . . . 

^4 

13,212 

D 

0 


11 CASH BOOK. 12 


Dr. Cr. 


X 9 -*' 



£ 

s. 

d. 

19-. 


J. 

£ 

S. 

d. 

Dec. 31 

To Balance 

V 

1,961 

0 

0 

Dec.31 

By Realisation Ac- 





„ 31 

„ Cash. Chate- 






count 

14 

z,g6i 

0 

0 


nays, Ltd., Pur- 





», 3 t 

„ Cash. G. Dickson 

iQ 

35,000 

0 

0 


chase Price of 





„ 3 X 

,, Cash. H. Dickson 

20 

30,000 

0 

0 


Business 

24 

65,000 

0 

0 









£ 

66,g6i 

0 

0 



£ 

66,961 

0 

0 


13 Sundry Creditors. 14 

Dr, Cr. 


19 --. 


J. 

£ 

s. 

d. 

19.. 4 


£ 

IP 

Dec. 3x 

To Realisation Ac- 




Dec, 3 1 

By Balance . , . , 

V 10,286 

Big 


count . . . . 

14 

10,286 

0 

0 



II 



















PARTNERSHIP ACCOUNTS 183 


LED GER — continued, 

15 G. Dickson. Loan Account. 16 

Dr, Cr. 





21 


Realisation Account. 


22 
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Profit on Dissolution. — Where the dissolution results in a 
profit, the Realisation Account takes the form of a Profit and Loss 
Account, although, of course, in place of the usual revenue charges, it 
deals with the discharge of liabilities and the realisation of assets. 
The total assets and liabilities may be treated as in the illustration above, 
or the sale proceeds of the assets may be credited to the relative 
accounts, and the balance of profit or loss be transferred to the 
Realisation Account. For examination purposes it is preferable to 
transfer all the assets, by means of a journal entry, to the debit of the 
Realisation Account, and to credit the sale proceeds to the same 
account, thus arriving at the final balance available for distribution 
between the partners. 

Procedure for Dissolution Problems. 

(i) Open ledger accounts, {a) for each asset ; {b) sundry credi- 
tors ; (c) any other liabilities ; (d) partners’ Capital and Loan 
Accounts, where not already in existence. (3) Close all the asset 
accounts, except cash, by transfer to the Realisation Account. 
(3) Debit cash with the proceeds of the sale of the assets, and credit 
Realisation Account. (4) Credit cash with liabilities and loans, when 
paid, and debit the relative liability accounts. (5) Credit cash with 
the expenses of dissolution, and debit Realisation Account. (6) Debit 
partners’ Capital Accounts with any assets taken over by them at the 
price agreed, and credit Realisation Account. (7) Credit, or debit 
the partners’ Capital Accounts with their proportion of the profit 
or loss upon realisation as the case may be. (8) If any partner’s 
Capital Account is in debit, assume that the deficiency is made good, 
and debit cash and credit the relative Capital Account. (9) After 
the procedure indicated above, the cash balance available should 
exactly equal the aggregate balances shown by the Capital Accounts 
of the partners. 

In practice, Debtors and Creditors are not taken over in order to 
save Transfer Duties, etc. 

Illustration. — G. McArthur and C. Testout agree to dissolve partnership 
and retire from business as on December 31, 19... Profits and losses 
are shared as to two-thirds and one-third respectively. The Balance 
Sheet of the firm, as on the date of retirement, was as follows : — 


McArthur & Testout. 

BALANCE SHEET, DECEMBER 31, 19... 




£ 

s. 

d 


£ 

s. 

d. 

Capital 





Freehold Factory 

18,435 

0 

0 

McArthur . . 

. . £30,000 




Machinery and Plant 

9,875 

0 

0 

Testout . . . . 

. . 10,000 




Sundry Debtors 

7,546 

0 

0 










Loan Account 



'3I0OO 

0 

0 

Patents . , 

'500 

0 

0 

Sundry Creditors , , 


3,652 

Q 

Q 

Cash at Bank ^ ^ . . 

784 

0 

0 


£ 

46,653 

0 

0 

£ 

46,652 

0 

0 
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The results of the realisation were as follows : Freehold Factory, 
£26,450 ; Machinery and Plant, £8,924 ; Sundry Debtors, £7,395 ; Stock, 
£9,886 ; Patents, nil. The dissolution expenses amounted to £200. 
McArthur took over a motor-car (included in Machinery and Plant at £250) 
at an agreed price of £220. The accounts necessary to lecord the 
dissolution are as follows ; — 

5 JOURNAL. 


Realisation Account 
To Sundry Assets :~ 


Machinery and Plant 
Sundry Debtors 
Stock 


Being transfer of these assets upon dissolution. 

Cash . . . . . . Dr, 

To Realisation Account . . , . 

Being proceeds of sale of the above assets. 

Realisation Account Dr. 


To Cash 

Being expenses of dissolution. 


G. McArthur, Capital Account 

To Realisation Account 

Being agreed value of motor taken over. 

Realisation Account , , . . . . 


,, C Testout (Capital Account) .. 
Being profit on realisation now transferred. 





d. 

f 

s. 

d. 

21 

<5,868 

0 

0 




TO 




iS.iSs 

0 

0 

12 




a, >175 

0 

0 

14 




7,346 

0 

0 

16 




9,464 

0 

0 

18 





0 

0 

C.B. 







19 

52,635 

0 

0 




22 




52,635 

0 

0 

21 

200 

0 

0 




C.B. 







20 




200 

0 

0 

1 

220 

0 

0 




22 




220 

0 

0 

21 

6,807 

0 

0 




2 




4,538 

0 

0 

4 




2,26q 

0 

0 


LEDGER. 

G. McArthur. Capital Account. 



£ 

s. 

d. 

10,000 

0 

0 

2,269 

0 

0 

12,269 

0 

0 

1 ... r .. 

s=s 


12,269 

0 

0 
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LEDGER — continued. 


S Loan Account. 6 

Dr. Cr. 


39 ... 


G.B. 

i S 

d. 

19... 



f. 

s. 

d. 

Dec. 31 

To Cash * . . . 

ao 

3,000 0 

0 

Dec.31 

By Balance , . 


3,000 

0 

0 


7 Sundry Creditors. 8 

Dr. Cr. 


19. - 



■n 

D 

i 9 -‘. 



i 

s. 

d 

Dec. 3t 

To Cash * . e . 

n 


i 

Dec.3 1 

By Balance . . 


3.052 

0 

0 


9 Freehold Factory. 10 

Dr, Cr, 


19 .. 




R 

R 

19... 


j. 

£ 

s. 

cl 

Dec. 31 

To Balance 


18,485 



Dcc.31 

By Realisation Ac* 





1 

1 


count . . . . 

36 

18,485 

0 

0 


11 Machinery and Plant. 12 

Dr. Cr. 


19... 

To Balance 

■ 

c 

S. 

R 

19-. 

By Realisation Ac* 

i 

£ 

' 

s. 

d. 

Dec, 31 

WM 

9,875 

0 


Dec.31 





m 



1 


count . . . . 


9,875 

0 

0 


13 Sundry Dedtors. 14 

Dr. Cr. 


I9-*. 


■ 

c 

R 

R 

19... 




i 

1 

Dec. 31 

To Balance 


7,546 

E 


Dec.31 



■ 

■ 


H 

1 

1 




1 

I 


15 Stock. 16 

Dr. Cr. 




£ 

S. 

d 

19... 


j. 

£ 

5 . 

d. 

To Balance 

V 

9,463 

0 

Q 

OeC.31 

By Realisation Ac- 









count . . . . 

3^1 

9,462 

0 

0 


17 

Ds, 


39. .. 
Deo. 31 


Patents. 18 

Cr 




£ 

s. 

d. 

ig... 


J. 

£ 

S. 

d. 

To Balance 


500 

0 

0 

Dec 31 

By Realisation Ao- 









count . . . . 

36 

500 

0 

0 
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LEDGER — continued 
Realisation Account. 


187 


22 


Cr. 


19... 
Dec. 31 

To Sundry Assets 

J. 

36 

£ 

45.868 

S. 

0 

d. 

0 

19... 

Dec.ai 

By Cash (Proceeds 

j. 

£ 

s. 

d. 

31 

,, Cash (Dissolu- 
tion Expenses) 

36 

2 DO 

0 

0 

»p 31 

Sale of Assets) 

36 

52,635 

0 

0 

PI 31 

,, Balance carried 
down . . . . 

\/ 

6,807 

0 

Q 

(Motor) . . . . 

36 

220 

0 

0 



£ 

5 S, 8;5 

0 

0 



£ 

52.875 

0 

0 

19... 
Dec. 31 

To G. McArthur. 


4,538 

0 

0 

19 - . 
Dcc.31 

By Balance brought 





» 31 

,, C. Tcstout . . 


2,269 

0 

0 


down . . . . 

V 

6,807 

0 

0 




16,807 

0 





£ 6 , Bo? 

0 

0 


19 CASH BOOK. 20 

^R. Ch. 


ig .. 



£ 

s. 

d. 

19 -.. 


J. 

i 


d. 

Dec, 31 

To Balance 

V 

784 

0 

0 

Dec.3i 

By Dissoluliou Ei- 





31 

,, Cash, Proceeds 

J. 





penses . . . . 

36 

200 

0 

0 


Sale of Assets 

36 

32,655 

0 

0 

» 31 

„ Sundry Croditora 

7 

3,6.52 

0 

0 







•» 31 

„ Loan . , . . 

5 

3,000 

0 

0 







u 32 

„ Casli— 












G. McArthur . . 

1 

34 . 3'8 

0 

0 








C. Testout 

3 

12,269 

0 

0 



£ 

53.439 

0 

0 



£ 

53,439 

0 

0 


For examination purposes it would be equally correct to open the 
ledger accounts from the Balance Sheet figures, as shown above, and 
to present the Realisation Account as follows : — 


REALISATION ACCOUNT. 


(Alternative Method.) 

Dr. Cr. 



£ 

s. 

<3. 


r 

s. 

d. 

To Transfer from Sundry Asset Ac- 




By Transfer from Sundry Asset Ac- 




counts (loss on realisation) 




counts (profit on sale) r — 




Machinery and Plant. .£ 7 Qi 




FceeUold Factory £7,965 




Motor Car 30 




Stock 424 




Sundry Debtors . . .. 131 





8,389 

0 

0 

Patents .. .. 500 









1,382 

0 

0 





,, Cash. Expenses of dissolution, 

200 

0 

0 





,, Balance earned down .. .. 

6,807 

0 

0 





£ 

8,389 

0 

0 

£ 

8,389 

0 

0 

To G.MoArthiir, Share of Profit .. 

4,338 

1 

0 

By Balanoe brought down .. 

6,807 

0 

0 

C. Tcstout, Share of Profit 


E 

0 





£ 

6 , 3 o 7 

0 

0 

£ 

6,807 

0 

0 







EXAMINATION QUESTION. 

X, Y, and Z are partners and share profits as follows : X, ten twenty- 
fourths ; y, nine twenty-fourths ; Z, five twenty-fourths. 

X retired, as on December 31, ig. ., at which date the Balance Sheet of 
the firm was as stated below : — 


Capital — 

X .. 

y .. 
z .. 


BALANCE SHEET, DECEMBER 31, 19... 
£ 


X 

Y 

Z 


Creditors 


000 

000 

000 

d 

22,000 

Goodwill 

Machinery 

Sundry Assets . . 

. . . 10,000 

. . . 8,760 

■ • • 10 . 3 S 4 




£1.084 

327 

871 

2,282 

4.832 




£29.114 


£29.114 


Under the partnership agreement, all assets and liabilities were to be 
taken at book values, with, the exception of (n) Goodwill, which was to be 
valued at three times the average profits of the three years preceding the 
retirement, and (6) Machinery, which was to be re-valued by an independent 
valuer. The profits of the three years prior to the retirement were : First year, 
^’ 3 j 743 i second year, £S)d4i 1 third year, £1,472. The expert valuatioit of 
the machinery was £9,875. Prepare accounts showing the amount due to X 
on his retirement. (Royal Society Arts.) 

Solution, 

JOURNAL. 


Dr. 


Cr. 


Goodwill Account . . . . 

Dr. 


t 

855 

s. 

0 

d. 

0 

£ 

855 

s. 

Being increase in tiie valuation of goodwill, i.e. 
three times the average profits jCiO|855* 






Machinery Account 

To Realisation Account . . . . . . , . 

Being increase m the valuation of this asset. 

Dr. 


1,115 

0 

0 

1,115 

0 

Realisation Account 

To X. Capital Account 

,, Y. Capital Account 

Dr. 


1,970 

0 

0 

820 

^38 

4 X 0 

16 

15 

8 

Being the partners* shares of the profit on 
revaluations. 

the 



















Dissolution and Division of Assets. — In some cases, on the 
retirement of a partner, the remaining partners decide to separate 
and dissolve the old firm, one or more of them agreeing to take over 
the assets upon agreed terms. 

Illustration. — Deeds, Tape, and Parchment are in partnership as 
solicitors. Profits are shared in the proportions respectively of one-half, 
one-fourth, and one-fourth. Deeds retired on December 31, 19.., and 
Tape and Parchment decided to practise separately — Tape taking over 
the general, and Parchment the parliamentary practice. The Balance Sheet 
on the date of dissolution was as follows : — 


BALANCE SHEET, DECEMBER 31, ig... 


Capital 

Deeds 

Tape . . . . . 

Parchment . , . 

. . . ^10,000 

. . , 8,000 

. . . 6,800 

£ 

24,800 

5,378 

S. 

d. 

Lease of Offices 

Furniture and Fittings 
Sundry Debtors : — 

General 

Parliamentary . . 

£9.950 

8.420 

£ 

1,250 

875 

s. 

0 

0 

d. 

0 

0 





iS,370 

9,683 







Cash at Bank . . . . 

.. .. 

0 

0 

0 


£ 

30,178 

0 

0 


£ 

30,178 

0 

0 


The agreed terms of dissolution were that Deeds was to be credited 
with £6,000 as r-epresenting the value of his share of the goodwill, and 
that this sum was to be provided in equal shares by Tape and Parchment. 
Tape was to take over the lease of the offices at £1,000, the Furniture and 
Fittings at £750, and the general debtors at £9,300. Parchment was to take 
over the parliamentary debtors at £8,000. Discounts amounting to £33 were 
secured on payment of the creditors. The dissolution expenses were £350. 
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Dr. Cr. 


19. .. 

fo Share of Lnsi? on 


£ 

s. 

d. 

19... 



— 



d. 

Dec. 31 





Dcc.31 

By Briianco 






Realisation 


368 

0 

0 

.. 3^ 

„ Balance 






» 31 

.. 31 

,, Half Share of 
Decds’s Goodwill 
,, Parliamentary 


3 iOOo 

0 

0 

down . . 



4,568 

0 

0 



Debtors 


8,000 

0 

0 










L 

11,368 

0 

0 




£ 

11,368 

0 

0 

19. .. 
Dec. 31 

To Balance brought 


4,568 



19... 
Dcc. 3 i 

By Cash . . 



4,568 

0 

0 


down 


0 

0 









£4.568 

0 

0 





£4,368 

0 

0 


Note . — The student will realise that for tills atiangement to be fair the 
Goodwill of the two branches of the practice must be substantially equal in value. 


Distribution of Assets in Specie. — ^Where the partners cannot 
agree upon the value to be assigned to certain assets which cannot 
readily or conveniently be realised, the book value should, in the 
absence of agreement, be transferred to the debit of the partner’s 
Capital Accounts in the proportion in which they share profits or losses. 

Illustration . — A and B have capitals of £900 and £600, and share profits 
as to one-fourth and three-fourths, respectively. 'I'he assets include 400 
shares of doubtful value, which appear in the books at cost, i.e. ,£300. 
They ask your advice as to the proper treatment of this asset upon dissolution, 
as they are unable to agree. State your proposals. 

Answer . — ^Assuming each share to be of the same class, the asset account 
should be closed off by transferring £73 to the debit of A‘s Capital Account, 
and ,£335 to the debit of B’s Capital Account, the shares being transferred 
into the names of the individual partners, i.e. too to A and 300 to B, or being 
held for them in 'that proportion. By such means the holding of each 
partner becomes rateable to his interest in the shares, for it is then imma- 
terial whether they are worth more or less than the book value, or whether 
a profit or loss ultimately results. 

Dissolution and Revaluation of Assets. 

Illustration. — H. Dickson, J. B. Clarke, and G. Macdonald were partners, 
sharing profits in the proportions one-half, one-third, and one-sixth respec- 
tively. The Balance Sheet of the firm at December 31, 19.., was as 
follows : — 


Dickson, Clarke & Macdonald. 

BALANCE SHEET, DECEMBER 31. 19- ■■ 



£ 

s. 

d. 


£ 

s. 

d. 

Capital 




Freehold Factory 

10,000 

0 

0 

H. Dickson £12,000 




Machinery and Plant 

5.741 

0 

0 

J. B. Clarke . . , , 7,000 




Loose Tools . . 

744 

0 

0 

G. Macdonald ,, 3»500 




Motor Vans 

.3,462 

0 

0 





4,878 

3,641 



Sundry Creditors . . 

HjeIB 

0 

0 

Sundry Debtors . . 

0 

0 

Bills Payable 

Loan (secured by mortgage on 

800 

0 

0 

Cash at Bank 

8.274 

a 

0 

Freehold Factory) . . . . . . 

6,000 

0 

0 





£ 

30,740 

0 

0 

£ 

30,74° 

0 

0 
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Dickson retiied as on January ist following the above Balance Sheet. 
The business was taken over by Clarke and Macdonald on the following 
terms : — 

(а) The assets weie to be revalued as follows : Freehold Factory, 
,£13,000; Machinery and Plant was to be depreciated by so %, and 
Loose Tools by 33J % ; Motor Vans, £3,300 ; Stock, £5,000. Pro- 
vision for bad debts was agreed at £300. 

(б) The liabilities were taken over at the Balance Sheet values, and 
discount amounting to £103 was secured when paying the creditors. 
One quartet’s interest on the Mortgage at 5 % had been omitted from 
the Balance Sheet. 

(c) Goodwill was to be valued at £8,000. 

(<f) Of the amount due to Dickson on retirement, £s,ooo was to be 
left in the business as a loan at 5 %, and the balance was to be paid out 
over a term of ten years in equal instalments beginning June 30th next 
after the letiiement, 

(e) Clarke and Macdonald were to pay the expenses connected with 
the retirement, and these amounted to £100. 

Prepare (i) the Journal entries, (2) the Realisation Account and other 
Ledger accounts recording the above particulars in the books of the old 
film as on January i, 19. ., assuming that the transactions had been com- 
pleted on that date. Assume also that the Sundry Creditors were paid 
off in cash, and that the Moitgage on the Factory and the Bills Payable 
remain on the books as showm in the above Balance Sheet. 


16 JOURNAL. 

Dn. Cr. 


X 9 ... 
Dec. 31 



£ 

S. 

d. 

£ 

s. 

d. 

Sundries Dr. 








To Realicntion Account 

2 




2,122 

0 

0 


rrochold I’uctory .. 

11 

2,000 

0 

0 




.Stoclc 

appreciation of ihcse assets. 

15 

122 

0 

0 




„ 

Realisutiou Account .. Dr. 

I 

S .958 

4 

0 




'io SuruliTeh ; — 








Plant and Machinery 

14 




1,148 

4 

0 

1 

Loose 1 uols 

18 




248 

0 

0 


Motor Vans . . 

20 




1,262 

D 

0 


Sundry Debtors (I’rovJsioii) 

Being dcnrccmtion of theso assets and provision for 
bad dcots. 

22 




300 

0 

0 

31 

Goodwill . , . . . . Dr. 

31 

8,000 

0 

0 




To Realisation Account 

Being agreed value of this asset. 

2 



8,000 

0 

0 



„ 31 

Realisation. Account Dr. 

I 

75 

0 

0 




To Mortgage Inteiest . . . . 

Being one quarter’s interest at 5 % por atxaum on 

34 



75 

0 

0 




jfojooo accrued due. 








31 

Discount Account , , , . Dr. 

27 

Z02 

0 

0 









68 












Being profit (discount) on discharge of creditors. 














2 8 £4,682 

Jan. I By Balance brought down 7 4,682 
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LEDGER — continued^ 



11 

Freehold Factory. 


12 


Dr Cn. 


19... 

Dec 31 
M 31 

To Balance 
,, Realisation Ac- 
count 

V 

j- 

16 

£ 

10,000 

2,000 

S. 

0 

0 

d. 

0 

0 

19... 
Dec 31 

By Balance carried 
down . . . . 

V 

£ 

12,000 

s. 

0 

d. 

0 




12,000 

0 

0 



1 

12,000 

0 

0 

19... 

Jan. I 




l-fcU 

1U» 




SMWSSS 5 T 



To Balance brought 
down . . 


12,000 

0 

0 








13 Machinery and Plant. 14 

DR; Cit. 


IQ.., 



L 

s. 

d. 

19. .. 


j. 

£ 

s. 

cl. 

Dec, 31 

To Balance 

V 

5,741 

0 

0 

Dec 31 

By Realisation Ac- 








count 

16 

1,148 

4 

0 







M 31 

„ Balance carried 










down 

V 

4,392 

16 

0 




£5.741 

0 

0 




£5,741 

0 

0 

19... 
Jan. X 

To Balanccbrought 












down . . . . 

V 

4,592 

16 

0 








IS 

Dr. 


Stock. 


16 

Ck 


19... 



£ 

s. 

d. 

19... 



£ 

s. 

d. 

Dec. 31 

To Balance 

V 

4,878 

0 

0 

Dec.31 

By Balance carried 





», 31 

,, Realisation Ac- 

J. 




down 

V 

5,000 

0 

0 


count . . 

16 

122 

0 

0 










£.5,000 

0 

0 




£5,000 

0 

0 

19... 
Jan. 1 

To Balance brought 












down . . , . 

V 

5,000 

0 

0 








17 


Dr. 


Loose Tools. 


18 


Cr, 




£ 

s 

d. 

ig. .. 

By Realisation Ac- 

J. 

£ 

s. 

To Balance 

V 

744 

0 

0 

Dec,ai 

16 

248 






count 

0 






M 31 

„ Balance earned 








down 

V 

496 

0 



£744 

0 

0 




£744 

0 

To Balance brought 


496 








down . . . . 

V 

0 

0 








ig... 
Dec. 31 


19... 
jaD. I 
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19 Motor Vans. 20 

Dr. Cr. 


IQ... 



£ 

S. 

d. 

19... 


j. 

£ 

S. 

d. 

Dec. 31 

To Balance 

V 

3,402 

0 

0 

Dec.31 

By Realisation Ac- 









count 

,, Balance earned 

16 

I,2G2 

0 

0 


» 31 







down . . . . 

v/ 

2,200 

0 

0 




£3.462 

0 

0 




£3.462 

0 

0 

19... 

Jan. I 

To Balance brought 












down . . . . 

V 

2,300 

0 

0 








21 Sundry Debtors. 22 

Dr. Cr. 


19... 



£ 

s. 

d 

19... 


j. 

£ 

s. 

d. 

Dec. 31 

To Balance , . 

V 

3.641 

0 

0 

Dcc.3 I 

By Realisation Ac- 












count 

16 

300 

0 

0 







.. 31 

„ Balance carried 












down 

V 

3,341 

0 

0 




£3.641 

0 

0 




£ 3 . 6 . 1 .i 

0 

0 

19... 

Jan. X 

To Balance brought 












down . . . . 

V 

3.341 

0 

0 








23 Sundry Creditors. 24 

Dr^ Cr. 


ig... 


C.B. 

£ 

s. 

d. 

19... 



£ 

s. 

d. 

Dec. 31 

To Cash and Dis- 





Dec.31 

By Balance . . 

V 

1,440 

0 

0 


count , . . , 

30 

1.440 

0 

0 








£1.440 

0 

0 




£1.440 

0 

0 


25 


Bills Payable, 


25 




£ 

9 . 

d 

19... 




1 

1 






Dec.31 

By Balance . . 



I 

1 


27 Discount Account. 28 

Dr. Cr. 


19. ■. 

Dec. 31 

.. 31 

To J. B. Clarke, 
Capital Account 
„ G. Macdonald, 
Capital Account 

V 

£ 

68 

34 

s. 

0 

0 

d. 

0 

0 

19... 

Dec.31 

By Sundries . . , . 

C.B. 

30 

£ 

102 

s. 

0 

d. 

0 



£102 

0 

0 




£102 

0 

0 
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Dec 31 By Realisatioa Account 



Oarke & Macdosaldc 
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Dissolution. Writing Back Reserves and Revaluation. 

Illustration— 'K., Y, and Z own in partnership a fleet of steamers. They 
share profits as follows : X, one-half ; Y, one-third ; Z, one-sixth. X holds 
£40,000 of the capital, Y, £18,000, and Z, £14,000. X retired from the 
firm as on December 31, 19 . . . According to the partnership deed, goodwill 
was to be valued on the death or retirement of a partner at an amount 
equal to the average of the profits of the three_ years preceding retirement 
or death. The profits for the first year, coming into average, were £14,783 ; 
for the second year there was a loss of £4,387 ; and for the third year a 
profit of £30,189. The average profits were therefoie : — 


First year, profit 14,783 

Third year, profit £30,1 89, less Loss on Stores 
(see below), £684 19,505 


Less Second year, loss 


34.387 

4,287 


3)30,000 

Average profit .. .. £10,000 


The Balance Sheet of the firm on December 31, 19. ., the date of X’s 
retirement, was as follows : — • 

X Y & Z 

’ ‘ BALANCE SHEET, DECEMBER 31, 19... 


Dr. Cr 




£ 

s. 

d. 


£ 

s, 

d 

Capital 





Steamships (Rose, Tulip, and 




X 

1^40,000 




Aster) .. 

94,656 

0 

0 

y 

18,000 




Leasehold Wharf 

0.684 

0 

0 

z 

t4,ooo 




Stores, Coal, etc. 

8,684 

0 

0 



^2,000 

0 

0 

Lighters and Launch 

2,178 

0 

0 

Current Accounts : — 





Sundry Debtors 

12,641 

0 

0 

X 

3,872 




Cash at Bank 

5,620 

0 

0 

Y 

3.242 








z 

1,874 










10,988 

0 

0 





Marine Insurance Fund 


18,250 

0 

0 





Reserve for Bad Debts 


1,000 

0 

0 





Loan from Bank , . 


12,500 

0 

0 





KfFnr* 1 1 


17,975 

0 

0 





Suspense Account 


750 

0 

0 







133.463 

0 

0 

£ 

133.463 

0 

0 


It had been the firm’s practice to underwrite a portion of their marine 
risks by charging an annual sura to Profit and Loss Account. It was agreed 
that the marine risks represented by the accumulated fund standing in the 
Balance Sheet had expired, It was also agreed that (a) the reserve for 
bad debts was £350 in excess of requirements ; ( 6 ) the Suspense Account, 
created to complete a claim now abandoned, should be written back. The 
following 1-evaIuations were also agreed : Steamships, £90,000 ; Leasehold 
Wharf, £13,743 ; Stores, etc., £8,000 ; Lighters, etc., £2,000. Dissolution 
expenses were £aoo. The Realisafiqn (or Revaluation) Account is as 
follows : — 
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REALISATION ACCOUNT. 

Dr. Cr 


rg... 

Dec. 31 

To Depreciations as 


£ 

s. 

d. 

19.. 

Dcc.31 

By Marine ‘ Insurance 


£ 




agreed t — 





Fund, written back 


18,250 

0 

0 


Steamships 


4,656 

0 

0 


,, Suspense Account, 






Stores 


68-^ 

0 

0 


written back 



0 

0 


Lighteis, etc. 

,, Expenses of Disso- 


17S 

0 

0 


„ Excess provision for 





.. 31 






Bad Debts, wiitten 






lution ! 


300 

0 

0 


back 


350 

0 

0 

M 31 

,, E.ilance carried 





M 31 

,, Appreciation in 






down 


26,690 

0 

0 


value of Wharf . . 


3,05s 

0 

0 






M 33 

,, Goodwill, average 
profit of last years 


10,000 

0 

0 




£ 

30,408 

0 

0 



£ 

32.408 

0 

0 

H).s. 






19... 






Dec. 31 

To X , i Share . . 

„ Y, 1 Share . . . . 


13,345 

8,896 

o 

0 

Dec 3 1 i 

By Balance brought 





$, 31 


13 

4 


down 


26.600 

0 

0 

l> 31 

„ Z, i Shate . . . , 


4.448 

b 

8 









1 

26,690 

a 

0 



£ 

26,690 

0 

0 


The amount to be paid out to X on completion of the dissolution would 
therefore be : — 


X. CAPITAL ACCOUNT. 

Dr. Cr. 




£ 

s. 

d. 

19. . 



£ 

s. 

d. 

To Balance earned 





Dec.31 

By Balance 


40,000 

0 

0 

down 


59 . 21 ? 

0 

0 

„ 33 

n 31 

,, Transfer from Keali- 
sation Account . . 

„ Transfer from Cur* 


0 

0 

* 3,345 






rent Account 


5,872 

0 

0 


£ 

50.237 

0 

0 



£ 

59,217 

0 

0 






19 .. 
Dcc.31 

By Balance brought 











down 


59,217 

0 

0 


Y and Z, the continuing partners, may prefer to revert to the financial 
position prior to the retirement of X in so far as Goodwill and the Marine 
Insurance Fund are concerned. If so, the entries made for the purpose 
of X’s retirement can be reversed as follows : — 


JOURNAL. 

Dr. Cr. 




£ 

s. 

d. 

£ 

■ 

B 

Sundries : — • Dr. 







■ 

Y, Capital Account 


32 , 75 ° 

0 

0 



■ 

Z, Capital Account 


6,375 

0 

0 


■ 

■ 

To Goodwill Account . . . . 





10,000 

n 

n 

,, Marine Insurance Fund 





9,125 

0 

0* 

Being reversal of entries in Realisation Account 








dated December 31, 19. .. 









* This represents Y or 2 ’s proportion of the Fund. 


The revaluation of the assets can also be reversed, or again revised, in 
a similar manner, if desired. 
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Dissolution by Death. Interest in Lieu of Profits. — Some 
deeds of partnership provide that upon the death of a partner the 
representatives of the deceased shall be paid interest at a fixed rate 
upon the deceased partner’s capital from the date of the last Balance 
Sheet to the day of death. This interest is in lieu of any share in 
the profits which may have accrued, and is usually fixed at a higher 
rate than is allowed on capital in the ordinary course. Such an 
agreement obviates the necessity of preparing special accounts up 
to the date of death, but it may, of course, operate harshly as between 
the surviving partner and the representatives of the deceased partner 
if abnormal profits or losses have occurred since the date of the last 
Balance Sheet prior to the death. 

Illustration. — A, B, and C are partners and share profits in the pioportion 
one-half, one-fourth, and one-fourth respectively. On December 31, 19.., 
the date of the last Balance Sheet, the Capital Accounts stood as follows : 
A, £io,aoo ; B, ,£8,500 ; C, £8,000. On March 31st following, the credit 
balances of the Cunent Accounts were : A, £952 ; B, £786 ; C, £810. 
It was provided by the partnership deed that, in the event of a partner’s 
death, interest at the rate of 8 % per annum was to be allowed from the 
date of the last Balance Sheet to the date of death, in lieu of a share of 
profits for the same period. Goodwill was to be valued at one year’s 
purchase of the average of the profits for the three years ended on the date 
of the last Balance Sheet prior to the death. The profits for these years 
were: £7,896, £3,274, and £6,842, the aveiage therefore being £6,004. 
A died on March 31, 19. .. The amount payable to the representatives 
of A would appear in his Capital Account as follows ; — 


A. CAPITAL ACCOUNT. 

Dr. Cb. 


19. .. 



£ 

s. 

d. 

19... 



£ 

s. 

d. 

Mar. 3t 

To Balance carried 





Dec.3T 

By Balance 


10,000 

0 

0 


down 


14,154 

0 

0 

Mar.st 

» 31 

„ Traiitfer from Cur- 
rent Account 
„ Interest on ,fio,ooo 


0 

0 

932 







at 8% for 3 months* 
,, Share of Goodwill 


200 

0 

0 

» 31 







(half) . . . . 


3,002 

0 

0 



£ 

14,154 

0 

0 



£ 

H.r 54 

0 

0 







19. . 
Mar.31 

By Balance brought 












down 


14,154 

0 

0 


* It mifilit be contended that this Interest should be based not on £10,000 but on the agreed 
amended capital, i.e. £13,954. 


Loss on Dissolution. — By way of further illustration, a problem 
resulting in a loss upon dissolution may prove useful. The journal 
and ledger entries are identical in principle with those already dealt 
with in the preceding illustrations, and need not be repeated in extenso 

Illustration. — B. Uprichard and L. Inchiquin are equal partners 
Trading having proved unsuccessful for the past few years, they decide 
to wind up the business as on December 31, 19... At that date their 
Balance Sheet was as follows : — 
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BALANCE SHEET, DECEMBER 31, ig... 




i 

s. 

ld. 


iC 

i 

Id. 

Caintal ; — 





Leasehold Warehouse 

8,j|i 

0 

0 

B. Upnrh.vrd 

. . £io,ono 




Machinery and Plant 

4,1X0 

0 

0 

L. Inchiquin 

. , 8,000 




Stock 

5,S2i 

0 

i ° 



18,0001 

0 

0 

Sundry Debtors . . . . ^6,420 




Sundr'y Creditors . . 


KlIGI! 

0 

0 

Las Reserve foi Bad 




Loan from Bank . . 


ESS 

0 

f) 

Debts 321 



^ 0 








djCJgq 

0 







Cash in. hand > . 

219 

0 

0 


c 

24,490 

0 

0 

i 

24,490| 

0 

0 


The assets were icalised with the following results : Leasehold Ware- 
house, £7,850 ; Machinery and Plant, £’3,320 ; Stock, £5,976 Sundry 
Debtors, £5,997. The goodwill, name, and trade maiks of the firm weie 
sold for £200. The expenses of dissolution vveie £150. When settling 
with the creditois, it was found that a debt of £50 had been omitted from 
the above Balance Sheet. Dealing with this problem upon the alternative 
method already illustrated, the inoie important accounts would appear 
as follows : — 


18 JOURNAL. 

Db, Cr. 


10... 



i 

s. 

d 

£ 

s, 

d. 

Deo. 31 

Rcahsation Account E>r. 


I, to) 

0 

0 




To Sundry Assets : — 









Leasehold Warehouse .. 





391 

0 

0 


Machinery and Plant 





790 

0 

0 


Sundry Debtors 





423 

0 

0 


Bcius traiihicr of the losses on sale of these assets. 







M 31 

Stork Di. 

To Realisation Account 

BiMiiK transfer of the profit on the sale of this asset. 


173 

0 

0 

175 

0 

0 


D 31 

Reserve for Bad Debts . . . . Dr. 


321 

0 

0 




To Rcaliwition A( count 

Iking transfer < 3 f balance of this reserve account. 




331 

0 

0 




1 CASH BOOK. 2 

Dk. 


IQ.. I 



£ 

s. 

d. 

19... 



£ 

s. 

d, 

Dec. 31 

To Balance 


219 

0 

0 

Dco.31 

By .Sundry Ci editors 

V 

4,490 

0 

0 


„ Cash Proceeds 





M 31 

,, Loan from Bank 

v' 

2,000 

0 

0 


realisation of 





31 

„ Expenses of Dis- 






Sundry Assets ; 






solution . . . . 

3 

150 

0 

0 


Leasehold 





„ 31 

,, Liability omitted 






Warehouse . . 

10 

7,850 

0 

0 


from Balance 






Machinery and 






Sheet . . .4 

3 

50 

0 

0 


ri.int .. .. 

V 

3,320 

0 

0 

,1 31 

„ Cash. B. Up- 






Stock . . . . 

V 

5.906 

0 

0 


richard . . . . 

5 

9,4+6 

0 

0 


Sundry Debtois 

V 

5,997 

0 

0 

» 

,, Cash. L. Iiichi- 





>7 51 

„ Cash. Proceeds 






qiun 

7 

7,446 

0 

0 


Sale of Good- 












will, etc. 

4 

200 

0 

0 









i 

*3.5 Bj 

0 

0 



Wm 


0 

0 
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LEDGER. 

Realisation Account. 



Ry Piofit on Keali- 
aation of Stock i6 
„ Reserve for Bad 
Debts . . . . — 

,f Proceeds Sale of C.B. 

Goodwill . . X 

„ Balance carried 
down ... \/ 


£ 

s. 

175 

0 

331 

0 

300 

0 

1,108 

0 

£1,804 

0 

554 

0 

554 

0 

■ 

0 


B. Uprichard. Capital Account. 


To Realisation Ac- 
count . . . . 4 554 o o 

Balance carried 

down . . . . V 9»446 o o 


Dec.31 By Balance brought 
down 


L. Inchiquin, Capital Account. 



£ s, 


10,000 0 

£ 

10,000 0 



V 

9,446 0 


To Realisation Ac 


10. .. iC 

Dcc.31 By Balance .. .. 8,000 0 0 


£8,000 0 0 


Dec 31 By[Balance brought 

down . . • • V 7>44® 0 ° 



The remaining asset accounts duplicate the Leasehold Warehouse 
Account given above. 
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EXAMINATION QUESTION. 

A, B, and C carried on business in partnership, and on December 31st 
their Balance Sheet was as follows - 


Liadiuties. 

£ 

Assets. 

£ 

Sundrv Creditors 

4,500 

Land and Buildings . . 

4,000 

A, Loan 

. 6,000 

Plant and Machinery 

8,000 

Capital Accounts — 


Loose Plant and Tools 

i.Soo 

A 

. 12,000 

Stock in Trade 

10,000 

B 

. 10,000 

Sundry Debtors 

14,000 

C 

7.S00 

Cash at Bank and in hand 

2,500 


£40,000 


£40,000 


'I'hey decide to dissolve the partnership as at December 31st. A retires, 
and 13 and C cany on the business, and agree to purchase A’s share in the 
capital of the firm in the proportions in which they share profits and losses. 
Profits and losses are shared : A, two-fifths ; B, two-fifths ; C, one-fifth. 
A agrees to allow his loan to remain in the business. 

For the purposes of the drssolution, the Goodwill is valued at ,(;s.°oo, 
and the assets are to be taken as follows : Land and Buildings, £4,500 ; 
Plant and Machinery as in the Balance Sheet, subject to 10 % deprecratron ; 
Loose Plant and Tools as in the Balance Sheet ; Stock-rir- Trade at £9,000 ; 
Sundry Debtors as in the Balance Sheet, subject to £1,158 provisron for 
bad debts and an allowance of S % for drscounts and costs of collectron 
(calculate to nearest £). 

The liability to Sundry Creditors is taken over by B and C, subject to an 
allowance of £200 for discourrts. 

B and C continue to share profits and losses in the same proportions as 
heretofore. 

Draw up the Rerrlisation Account, the Ledger Accounts, and the Balance 
Sheet of B and C as on January ist next. {Chartered Accountants — Final.) 


24 


Solution. 

JOURNAL. 

Dr. Cr. 




i 

s. 

d. 

£ 

S. 

d. 

Realisation Account Dr. 

i 

3 , 6 qo 

0 

0 




To Sundry Assets j-~ 








Plant and Machinery (lo % Depreciation 

H 




800 

0 

0 

Sundry Debtors (Provision for Bad Debts) 

20 




r,i58 

0 

0 

Sundry Debtors (Discounts and Costs) . . 





642 

0 

0 

Stock . . 

18 




1,000 

0 

0 

Being transfer of the losses ou these as&ets. 








Land and Buildings Dr. 

II 

500 

0 

0 




To Realiiration Account . . 

2 




500 

0 

0 

Being transfer of the profit on this asset. 








Goodwill Account . . Dr. 

9 

5,000 

0 

0 




To A 

4 




2,000 

0 

0 

„ B 

6 




2,000 

0 

0 

C 

8 




1,000 

0 

0 

Being share of the valuation of Goodwill 








Sundry Creditors . . . . . . . , . . . . Dr. 

25 

300 

0 

0 




To Realisation Account .. 

2 




200 

0 

0 

Being reserve for discounts, etc. 
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LEDGER. 

1 Realisation Account, 2 

Dr. 


19. .. 
Dec. 31 

7 ’o Loss on Realise- 

j. 

£ 

|S, 

a. 

19... 

Dec.2i 

By Profit oa Land 

j- 

£ 

S 

d. 

tion of t — 

Plant and Ma- 
chinery . . , 

24 

800 

0 

0 

» 31 

and Buildings . . 

„ Reserve for Djs- , 
counts, etc., on 
Sundry Creditors 

24 

5OQ 

Oi 

0 





Sundry Debtors 


1,800 

0 

0 


24 

200 

0 

0 


Stock . . . . 

— 

1,000 

0 

0 

.1 31 

„ Balaure carried 











down 

V 

2,900 

0 

0 




£3,600 

0 

0 




£3,600 

0 

0 

19. .. 






|I 9 ... 






Dec. 31 

To Balance brought 



1 


Dec.ai 

By A, ^ loss . . 

' 3 

1,160 

1,160 

0 

0 

down . . . . 

2,900 

0 

0 

>• 31 

,, B, 4 loss , . 

5 

0 

0 







; ,1 31 

„ C, }• loss . . , . 

y 

580 

0 

0 




£2,900 

0 

0 




£2,900 

0 

0 
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LEDGER — continued. 

Goodwill Account. 


Db, 


10 


Ck. 


■ 


M 

m 

s. 

n 


■ 

■ 

I 

■ 



1 Sjooo 

o 

iH 

■m 

■ 

m 

1 


11 Land and Buildings. 12 

Dr. Cr. 


ig... 



1 

1 

s. 

tl 

ig... 



£ 

s, ] 

d. 

Deo. 31 

! To Balance . . . , 

1/ 

4,000 

0 

0 

Dec 3t 

By Balance carried 





.1 31 

,, Realisation Ac- | 

j. 




down 

V 

4.500 


0 


count . . . . 



0 

0 







■ 

BM 

0 

0 




£ 4.500 

0 

c 

I 9 -- 
Dec. 31 

To Balance brought 


1 







1 



down . . . . 



0 

0 








13 Plant and Machinery. 14 

Da. Cr. 


IQ.,. 



£ 

8. 

d 

19... 


j. 

£ 

8. 

d. 

Dec, 31 

To Balance . . . . 

V 

8,000 

0 

0 

Dec.31 

By Realisation Ac- 









count . . 

24 

800 

0 

0 







» 31 

„ Balance carried 










down .» 


7,200 

0 

a 




£8,000 

0 

0 




t*-. 

0 

lg 

0 

n 

ig... 
Doc. 31 

To Balance brought 








■ 

1 

1 

down . , . . 

A.' 

7,200 

0 

0 




■ 

1 

1 


15 Loose Plant and Tools. 16 

Dr. Ce. 


ig ..4 



£ 

B 

B 


_____ 

■ 


B 

1 

Dec. 3 J 

To Balance . . . . 


1,500 

B 

1 

■ 

[BiHHi 

■ 


1 

1 


17 


Stock. 


18 


Dr. Cr. 


19,.. 



£ 

s. 

d 

19.,. 

By Realisation Ao- 

J. 

£ 

s. 

d. 

Dec. 31 

To Balance , . . , 

V 

10,000 

0 

0 

Dec.31 









count . . . . 

24 

I,OOC 

0 

0 







.. 31 

„ Balance carried 










down . « 

V 

9,000 

0 

0 



£ 

10,000 

0 

0 



£ 

lOjCOC 

0 

0 

19. .. 












Deo 3s 

To Balance brought 

V 










down . . . . 

9,000 
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LEDGER — continued. 


19 

Sundry Debtors. 

20 


Cr, 


19. .. 


V 

£ 

s. 

d 

19... 


j. 

£ 

S. 

d. 

Dec. 31 

lo Balance . . . . 

14,000 

0 

0 

Dec 31 

By Realisation Ac- 

24 










count — 

Bad DebtsReserve 

1,158 

0 

0 









Discount. and 

Costs (5 % on 
£14,000 - £1,158) 


0 

0 


642 







M 31 

„ Balance earned 











down 


12,200 

0 

0 



1 

14,000 

0 

0 



c 

14,000 

0 

0 

I 9 --* 
Dec. 31 

To Balance brought 











down 

V 

12,200 

0 

c 








21 A. Loan Account. 22 

Dr. Ck. 





£ 

S. 

d. 

19... 

Dec.31 

By Balance 

V 

n 

1 

d. 

0 

23 

Dr. 



CASH 

BOOK. 



24 

Cr. 

19... 
Dec. 31 

To Balance . . 


L 

2,500 

1 

1 

■ 

imu 

■ 

■ 

1 


Note. — It is assumed that E and C paid direct for their share in the business. 

25 

Dr. 



Sundry Creditors. 


Cr. 

26 


19... 
Dec. 31 

M 31 

To Reserve for Dis- 
counts, etc. . . 

„ Balance carried 
down 

j. 

V 

£ 

200 

4 300 

s 

0 

0 

d. 

0 

0 

19... 

Deo.31 

By Balance .. 

V 

£ 

4,500 

s. 

0 

d. 

0 




£4,500 

0 

0 




£4,500 

0 

0 







19-. 

Dec.31 

By Balance brought 
down 

V 

4,300 

0 

0 


B & C. 

BALANCE SHEET, JANUARY i, ig... 




£ 

s. 

d. 


£ 

s. 

d. 

Capital 





Goodwill , . . . 

5,000 

0 

0 

iJ 

• . £19,400 




Land and Buildings 

4,500 

0 

0 

C 

. . 12,200 




Plant and Machinery 

7,200 

0 

0 



31,600 

0 

0 

Loose Plant and Tools . . . . 

1,500 

0 

0 

Loan Account (A) . . 


6,000 

0 

0 

Stock 

9,000 

0 

0 

Sundry Creditors . . 


4,300 

0 

0 

Sundry Debtors 

12,200 

0 

0 






Cash m hand and at Bank . . . . 

2,500 

0 

0 


£ 

41,900 

0 

0 

£ 

41,900 

0 

0 










The student should realise that, in connection with all dissolutions, 
an account which has been adopted by partners for one purpose, e.g. 
the determination of profits during the continuance of the partner- 
ship as a going concern, is not necessarily compellable upon them for 
another purpose, e.g. the fixing of the valuation of the assets upon the 
death or retirement of a partner. Thus, in Cruikshank v. Sutherland, 
[1923] 128 L.T. 449, the articles provided that accounts were to be 
made up to the 30th April in each year, and each partner was to be 
bound thereby, save for manifest errors ; they also provided that the 
amount of the share of a deceased partner was to be made up to the 
30th April next after his decease. The assets included certain shares 
and debentures which had increased in value as against the book or 
cost figure. It was held that, in the absence of any uniform usage 
to the contrary [i.e. as to valuations on death or retirement of a partner], 
the assets of the firm should be taken at their fair value to the firm at 
the date of the account, and not at their book values. 

Loss on Realisation. One Partner’s Capital Account in 
Debit. — Previous illustrations have been based upon the assumption 
that the Capital Accounts of all partners were in credit. Should a 
debit balance be shown, the partner concerned must pay in a sufficient 
sum to discharge Iris liability, otherwise it will not be possible to pay 
the remaining partners the sums standing to their credit when the 
realisation is completed. 


Illuslration. — G. Emblem, C. Christine, and A. Ward are in partnership, 
and share piofita one-hnlf to Emblem and one-quarter each to Christine 
and Ward. Tliey dissolve partnetahip and realise the assets. At the 
date of the dissolution the Balance Sheet of the firm was as follow's : — 


Emblem, Christine & Ward. 

BALANCE SHEET, DECEMBER 31, 19... 




£ 

s. 

d. 


£ 

S 

d. 

Capital . — 





Suadry Assets , . . . . . , . 

7,320 

0 

0 

G, Emblem . , . . 

. . f 6 , 5 oo 




Stock . . 

2,470 

0 

0 

C. Chnstine 

. . 3.200 




Cash at Bank 

1,260 

0 

0 

A. Ward . . . . 

. . 500 










lOf^OO 

0 

c 





Creditors , . . . . . 


850 

0 

0 






£ 

11,050 

0 

0 

£ 

11,050 

0 

0 


The expenses of the realisation amounted to £373, Sundry Assets 
realised £4,840, and Stock realised £2,320. 
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LEDGER. 

Realisation Account. 


Cr. 


19... 
Dec. 31 

To Loss on Sale of 


t 

s. 

d 

19... 
Dec.31 j 

By Profit on Sale of 


£ 

S, 

d. 

Sundry Assets ' 

V 

3,480 

0 

0 

Stock 


50 

0 

0 

.. 31 

„ Expenses of 

C.B. 




» 33: 

„ Balance carried 



Realisation . . 

4 

374 

0 

0 

down , . . . 

V 

2,804 

0 

0 



i 

- 5 ! 

0 

0 



i 

2,854 

0 

0 

19. .. 
Dec. 31 

To Balance brought 


2,804 



19,.. 

Dec .31 

By G. Emblem, Share 





down 

V 

0 

0 

M 3 X 

of Loss . . 

„ C. Christine, Shaie 

5 

1,402 

0 

0 









M 31 

of Loss , . . . , 

„ A. Ward, Share 

7 

701 

0 

0 







of Loss , . . , j 

9 

701 

0 

0 




3,804 

0 

0 



£ 

0 

CO 

« 

0 

0 


3 

Dr. 



CASH 



Cr 

4 

19. .. 



£ 

s. 

d. 

19... 



f 

s. 

d. 

Dec. 31 

To Balance . . . 

V 

1,260 

0 

0 

Dec.31 

By Sundry Creditors 

V 

850 

0 

0 

It 31: 

„ Cash, Proceeds 





II 31 

„ Expenses of Reali- 






Sale of Sundry 






sation . . . . 

1 

374 

0 

0 


Assets . . . 

V 

4.840 

0 

0 

31 

„ G, Emblem 

5 

Ji.OQS 

0 

0 

II 

,, Cash, Proceeds 





II 3 ^ 

„ C. Christine 

7 

*i 499 

0 

0 


Sale of Stock . . 

V 

2,520 

0 

0 







•1 31 

„ A. Ward (Cash 












paid in) . . . . 

10 

201 

0 

0 









£ 

8,821 

0 

0 



£ 

S,S2Z 

0 

0 

5 

G. Emblem 


Capital Account. 




6 

Dr. 









Cr. 

19. .. 



£ 

s. 

d. 

19... 



J 

s. 

d. 

Dec. 31 

To Realisation Ac- 





Dec. 31 

By Balance . . 

V 

6,500 

0 

0 


count 

2 

1,402 

0 

0 







II 3^ 

„ Balance carried 












down 

V 

5,098 

0 

0 









£ 

6,500 

0 

0 



£ 

6,500 

0 

0 

19... 


C.B. 




19... 






Deo. 31 

To Cash . . . . 

4 

3,098 

0 

0 

Deo.31 

By Balance brought 












down . , . . 

v 

5,098 

0 

0 

7 

c. 

Christine. 

Capital Account. 




8 

Dr. 










Cr. 

19. .. 



£ 

s. 

d 

19... 



£ 

s. 

d. 

Dec. 31 

To Realisation Ac- 





C^c. 31 

By Balance .. .. 

V 

3,300 

0 

0 


count . . 

2 

701 

c 

0 







11 31 

„ Balance carried 












down 

V 

3,499 

0 

0 









£ 

3,200 

0 

0 



£ 

3,200 

0 

0 



C.B, 




19... 






Dec, 31 

To Cash 

4 

2,499 

0 

0 

I)ec.3i 

By Balance brought 












down 

V 

2,499 


□ 


15 
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LEDGER — continued. 


9 A. Ward. Capital Account. 10 

Dh. Cr. 


I 9 --. 



t 

s. 

d. 

19... 



£ 

5 . 

d. 

Dec. 31 

To Realisation Ac- 





Dec.31 

By Balance . . 

V 

500 

0 

0 

count 

2 

^01 

0 

0 

1, 3 X 

„ Balance carried 










down 

v 

SOI 

0 

0 




£701 

0 

0 




£701 

0 

0 

19... 






19... 


C.B. 




Dec. 31 

To Balance brouh'ht 





Dec.31 

By Cash . , . . 

3 

201 

0 

0 


down 

V 

201 

0 

0 







The Sundry Creditors, Sundry Assets, and remaining Ledger accounts 
have been illustrated in several of the preceding problems, and need not 
occupy space again. It is possible, of course, that the results of the 
realisation may prove so unfortunate that the Capital Accounts of all the 
partners are in debit. This would mean that the available cash was 
insufficient to meet the claims of the outside creditors. When the amounts 
standing to the debit of the partners have been paid in, exactly enough 
cash will be available to meet the outside liabilities. 

Loss on Realisation. One or More Partners Insolvent. — 
Prior to the case of Gamer v. Murray, it had been the practice to 
include losses accruing from the default of a partner to make good 
his share of trading losses amongst those “ losses, including loans 
and deliciencieo of capital ” referred to in S. 44 of the Partnership 
Act, 1890. Guided by that section of the Act, the accountant added 
the deficiency arising from a partner’s default to the trading deficiency 
of the firm, and divided the total deficiency between the solvent 
partners in the proportion in which they shared the profits of the 
firm. It is submitted that from an accountant’s point of view this 
treatment is the logically correct treatment. But the rule laid down 
by Mr. Justice Joyce in the case of Garner v. Murray, [1904] i Ch. 57 
introduced a different principle, a principle that has given rise to 
acute controversy amongst accountants, and indeed to the expression 
of divergent views as to the manner in which the principle is to be 
applied. In the author’s opinion, it would be unprofitable to traverse 
this argumentative field de novo, but inasmuch as the learned judge’s 
decision appears to have assumed considerable importance in examina- 
tion work, it may be advisable to deal with the case itself in some 
detail. 

Garner, Murray, and Wilkins were in partnership in the year 1900 
under a parol agreement. The capital of the firm was contributed 
in unequal proportions, but profits and losses were to be shared 
equally (one-third). The partnership was dissolved by order of the 
Court as from June 30, 1900. On completion of the dissolution 
the financial position was approximately as follows. Wilkins was 
insolvent and unable to contribute anything. 
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Garner, Murray & Wilkins. 

STATEMENT OF AFFAIRS, JUNE 30, 1900. 



£ 

s. 

d. 

£2,500 

314 

2,8X4 





0 

1 

3,814 

0 

0 


Capital 

Garner 

Murray 


Wilkins (Debit Balance of Capital 

Account) 

loK on Bealisatiou . . . . . « 

Cash 

£\ 


£ 

s. 

263 

0 

635 

0 

1,916 

0 

2,814 

0 


Left to his own judgment, and guided by S. 44 of the Act of 1890, 
the accountant would have treated Wilkins’s deficiency, ;£363, as a 
loss on realisation, added it to the firm’s deficiency, ,£635, and then 
divided the aggregate loss, £S()S, between the solvent partners, one- 
half to each, since they shared profits and losses equally. By this 
treatment, Murray would have paid Garner £135, and Garner would 
have taken the whole of the cash balance, £1,916. 

The Court, however, decided that Wilkins’s deficiency must be 
distinguished from the losses of the firm as a whole, and that “ the 
assets must be applied in paying to each partner rateably what was 
due from the firm to him in respect of capital, account being taken 
of the equal contributions to be made by him towards the deficiency 
of capital.” This decision and the method of its application have 
quite naturally given rise to much controversy. A reasonable inter- 
pretation of the decision is that, after fulfilling all the firm’s outside 
obligations, losses sustained by some of the partners owing to the 
default of another partner must not be treated as partnership losses 
to be borne in the ratio in which profits and losses are shared, but as 
a loss to be borne by the individual solvent partners rateably according 
to the amount of capital standing to their credit in the books of the 
firm, after taking into account the contributions made by them towards 
the deficiency of capital. 

The effect of the decision in the case of Garner, Murray, and Wilkins 
was to make the firm’s deficiency, £635, divisible equally amongst 
the three partners, whereas Wilkins’s deficiency, £363, was to be 
borne by the two solvent partners in proportion to the credit balances 
of their capital accounts. 

Procedure following Garner v. Murray . — So long as the ruling in 
Garner v. Murray stands, the procedure is as follows ~ 

Prepare a Realisation Account in the ordinary way. Divide the 
deficiency between the partners in the proportions in which profits 
or losses were shared. Open a Capital Account for each partner, 
crediting him with his capital and debiting him with his share of 
the firm’s deficiency as shown by the Realisation Account. Rule 
off the insolvent partner’s Capital Account, and bring down the (debit) 
balance, which represents the deficiency of the insolvent partner. 
Such deficiency constitutes for the solvent partners a further loss 
which must then be apportioned between them in proportion to their 
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respective Capital Accounts. The Capital Account balances to be 
used as the basis for dividing up the insolvent partner’s deficiency 
among the solvent partners are ; {a) the original capitals of the solvent 
partners — if these have remained unaltered at a fixed sum down to the 
dissolution ; or (6) if the original capitals have been varied from time to 
time by agreement or periodical accounting between the partners , then the 
capitals as they stood after the last such variation before the dissolution. 

It is submitted that the balances on Current Accounts are ignored in 
fixing the ratio in which the loss has to be borne by the remaining partners. 

niustrati07i. — A, B, and C are equal partners. Dissolution takes place. 
C is bankrupt. A Realisation Account is prepared, and the deficiency is 
debited in equal shares to the three partners, whose capital accounts, 
original and final, stood as follows : — 


The deficiency shown by C’s account (,£400) must be divided as to 
,£266 13s. 4d. (two-thirds) to A, and as to £133 6s. 8d. (one-third) to B. 
The balance of cash in hand will then exactly suffice to pay out to the two 
solvent partners, and, when posted, will close the books. 

Illustration. — V. Verdier, M. Neil, and W. A. Richardson were in 
partnership, and shared profits as to one-half to Verdier, one-third to 
Neil, and one-sixth to Richardson. They decided to dissolve partnership 
as on December 31, tg. .. During the realisation of the assets Richardson 
was adjudicated a bankrupt. His estate proved insufficient to meet the 
preferential debts, no contribution fiom him towards his share of the 
firm’s deficiency was therefore possible. 

The Balance Sheet of the firm as on December 31, 19. was as under. 
The capital accounts of the partners wei'e originally ; V. Verdier, ,£10,000 ; 
M. Neil, £8,000 ; and W. A. Richardson, £1,000; but by subsequent 
yearly adjustments raaae by agreement between the partners at the annual 
accounting periods, the capital account balances had been reduced to those 
shown in the Balance Sheet subjoined : — 


Capital Account Balance after 
debiting share of loss on Dissolution 
Realisation. 


Credit Balance 
Credit Balance 
Debit Balance 



Original Capital. 


A Credit Balance . , . . 4,000 

B Credit Balance . . . . 2,000 

C Credit Balance . . . . 600 


Dr, 


Capital — 

V. Verdict 
M. Neil , . 
Sundry Creditors 


BALANCE SHEET, DECEMBER 31, 19... 



Leasehold Factory 

Plant and Machinery 

Patents . . ^ 

Fixtures and Fittings . . . , 

Stock 

Sundry Debtors . . . . , . . . 

Cash . . 

W. A. Richardson, Capital Ac- 
count overdrawn 
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The assets, other than Cash, realised the following amounts ; Lease- 
hold, £2,460 ; Plant and Machinery, £2,000 ; Patents, nil ; Fixtuies, 
£100 ; Stock, £2,000 ; Book Debts, £2,720. A contingent liability, 
amounting to £200, not provided for in the above balance sheet, materialised 
during the realisation. The expenses of realisation amounted to £62. 
Close the books of the firm tn accordance with the luling in Garner v. 
Murray. 

LEDGER. 


Realisation Account. 

Dr. Cr. 




£ 

s. 

d. 




c 

s. 

d. 

To Loss on Realisation of 






By Deficiency — 





Assets 


3,734 

0 

0 


V. Verdier (one-half). . 


1,998 

0 

0 

,, Contingent liability 






M Neil (one-third) . . 


L332 

0 

0 

matured 


200 

0 

0 


W. A. Richardson (one- 





,, Expenses 


62 

0 

0 


sixth) 


666 

0 

0 



£3,996 

0 

0 





i 

1 


CASH BOOK. 

Da. Cb 
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LEDGER — continued. 


M. Nril, Capital Account. 

Br. Cr. 



To Realisation Account 


£ 

s. 

d. 




£ 

s. 

d. 


■ 





By Balance 


3.000 

0 

0 


(shaio of loss) . . . , 

■ 

1.332 

0 

0 






j, Balance carried down 

1 

1,668 

0 

0 



1 






1 

£3,000 

0 

0 



1 

£3.000 

0 

0 


ToSliare of Loss on W. A. 

1 

■ 

1 



By Balance brought down 

1 

1,668 

0 

0 


Richardson’s Account 
( 

1 


1 

4 


1 






,1 Cash 

1 

1^^ 

i 

8 



1 






1 

£1.668 

0 

0 

... 


1 

£1,668 

0 

0 

W. A. 

Richardson, Capital Account. 




Dit. 






Cr. 




£ 

s. 

(1. 




£ 


d. 


To Balance 

„ Realisation Account 


200 

0 

0 


By Balance carried down 


866 

0 

0 


(share of loss) . . . . 


6d6 

0 

0 










£866 

0 

0 




£866 

0 

0 


To Balance brought down 


866 

0 

0 


l^v V. Veidicr (linmlths). . 


577 

6 

8 







„ M. Noil (-IJJuoths) 


288 

13 

4 




£806 

0 

0 




£866 

0 

0 


Periodical Payments during a Prolonged Dissolution. — 

Occasionally the winding up of a partnership takes some considerable 
time, in order that the several assets may be realised to the utmost 
advantage, although the partners naturally desire cash distributions 
on account of their shares from time to time, as and when funds become 
available. In such cases, if there is any doubt as to the continued 
solvency of any partner, it is advisable to adopt a cautious policy 
and to regulate the payments to each partner so that there is little or 
no risk of his having to refund any money received by him when the 
final position is determined. Consequently, periodical distributions 
should not be proportionate either to the partner’s capitals or to their 
shares of profit or loss, but should be made on the assumption that no 
further realisations will take place beyond the sums already received. 

Illustration. — F, G, and H have capitals of £Soo, £500, and £700, and 
share profits and losses as to one-half, one-third, and one-sixth respectively. 
After paying the creditors, the following sums become available, it being 
agreed that they .shall be distributed as and when determined ; — 

£ 

Jan. I. Net Proceeds of Sale of Machinery .. 100 

Mar. X. Cash Realised on account of Book Debts .. .. 400 
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Further assets remain to be realised. You are required to show the 
sums to be paid to the partners out of the amounts stated. 


Solution, F. G. H. 

£ £ £ 

Jan. I. Balances of Capitals, Cr 800 500 700 

Payment made 100 

Balances being then 800 500 600 

Mar. I. Payments made 50 350 

Balances being now ,as 3 ; 3 : t . . 750 500 250 


Note. — If no further sums are .available, the balances on the capital 
accounts are now proportionate to the partners’ risk of loss, on a basis of 
£r,5oo, i.e, total capitals of £2,000, less net realisations £500. When 
additional amounts become available, say £300 on June ist, they can safely 
be distributed as to F one-half, £150; G one-third, £100 ; and H one- 
sixth, £50, i.e. in the common ratio of capitals and risk of loss. Should a 
paitner be insolvent and so unable to contribute his share of the loss that 
would arise should no further realisations be made, then, in adopting the 
most cautious method of repayment, allowance might be made for the 
possibility of having to deal with the partner’s resulting debit balance under 
the rule in Garner v. Murray. 

Where all partners are substantial men, there is not the same need for 
caution, and, indeed, the partners would probably refuse to consider such 
a method of division. A reasonable method would then be to divide each 
sum available in the capital ratio, but adjusting for profits or losses to date 
in the profit-sharing ratio. 


Elliott V, Elliott, [1911] 45 Accountant Law Reports, 47.-- 
This case should be noticed briefly, as it contains several points of 
interest to accountants. From the decision in this case, it would 
appear that the amount due to a deceased partner is not a liability 
of the firm but of each individual parttier. 

Stephen Elliott and his sons Alfred, Charles, and George, were 
in partnership sharing profits in the proportion four-elevenths, 
three-elevenths, two-elevenths, and two-elevenths respectively. The 
partnership articles provided that upon a death occurring, the sur- 
viving partners should assume the liabilities of the firm and take 
over the deceased partner’s share in the assets and goodwill in 
proportion to their respective shares in the business, and that for 
this purpose the goodwill was to be valued at f^io,Qoo. The sur- 
viving partners were to execute a joint and several bond securing 
the payment of the amount due to the deceased partner in eight half- 
yearly instalments. Alfred died in 1906, and the amount of his share, 
valued on the above basis, was treated in the books and Balance Sheet 
as a liability of the firm to his executors, and payments on account 
were made from time to time in reduction of the debt. Subsequently, 
the surviving partners, under a new agreement, fixed the value of the 
goodwill at ^800, the former figure being held to be fictitious. 

Elliott, senior, died in September 1910, and his representatives 
contended that his share should be valued on the basis that the value 
of the goodwill was £10,000. It was decided that the subsequent 
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agreement, which fixed the value at ,£800, held good. When an 
account was taken at the death of Alfred, the stock was valued at 
selling prices less 30 % to arrive at the net value, and that practice 
was followed until the death of Elliott, senior, when an independent 
valuer was called in, who valued the stock at a much lower figure than a 
valuation at selling price less 30 % would have shown. The executors 
of Elliott, senior, contended that the firm was bound by the valuation 
method adopted in 1906, and sought to set aside the independent 
valuation. They also questioned whether the debt due to Alfred’s 
executors, half of which remained unpaid, was properly treated as a 
partnership debt in the Balance Sheet of the firm submitted to them. 
It was held that the previous stocktakings were for an entirely different 
purpose than determining the value of a deceased partner’s interest 
in the business, and that the independent valuation was right and 
proper. It was also held that the audited Balance Sheets were binding 
upon all the partners, including Elliott, senior, notwithstanding that 
he was illiterate and unable to understand them. 

The amount due to Alfred’s executors had been treated in the 
partnership books as a liability of the firm, and payments on account 
had been made out of the firm’s funds which had reduced the debt 
to one-half of its original amount. Seeing that Alfred’s executors 
had accepted the firm’s cheques in reduction of the debt, it may 
naturally be assumed that they considered the firm liable. It was 
decided, however, that while these payments must stand, the balance 
still due was a personal liability of the partners individually, not a 
partnership liability, and that it must not appear in the firm’s Balance 
Sheet. The learned judge said, “ I think it is a debt due by each 
partner to the son’s executors as the purchase money for a personal 
benefit acquired by that partner. The balance remaining due must be 
struck out of the Balance Sheet.” 

Elliott, senior, had from time to time overdrawn his share of the 
profits, and had made no refunds to the firm, although the articles 
provided that overdrawings should be repaid. The amounts had 
therefore been debited to his capital account. It was contended that 
this practice had relieved Elliott of his liability to refund, but it was 
decided that the procedure did not relieve Elliott from liability to 
refund overdrawings, the amount of which must therefore be treated 
as an asset of the firm. 

The most important of the decisions mentioned above is the one 
ruling that the surviving partners of a firm are personally liable to 
the representatives of a deceased partner for his share in the business 
when ascertained. In the Elliott case, when Alfred’s share had been 
determined on the agreed basis, the amount should have been trans- 
ferred to the credit of the surviving partners in the ratio in which 
they shared profits, and those partners would then have become each 
personally liable to Alfred’s estate for a private debt. The payments 
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on account made by the firm’s cheques should have been debited as draw- 
ings in the proper proportions to the Current Accounts of the partners. 

This decision may be good law, nevertheless in certain cir- 
cumstances it may operate harshly. For example, Jones, Brown, and 
Robinson are partners contributing capital and sharing profits equally, 
Jones dies, and the amount due to his estate is agreed at £12,000. 
Under Elliott v. Elliott, £6,000 is credited to Brown’s capital account 
and ^6;ooo to Robinson’s, and each becomes liable to Jones’s repre- 
sentatives for a private debt of ^^6,000. Future trading results in 
heavy losses. Apart from the business. Brown and Robinson have 
no means. Bankruptcy supervenes, and the firm’s creditors receive 
los. in the £. Flad the debt to Jones been treated as a partnership 
liability, his representatives would have shared equally with the other 
creditors in the dividend declared. As it is. Brown and Robinson 
having no funds, they get nothing. 

It is suggested that partnership deeds should clearly stipulate that 
amounts due to the representatives of a deceased partner are to be 
treated as a partnership liahility, if it is desired to avoid the decision in 
the above case. 

Illustration. — H. Dickson, A. Chatenay, and J. Clarke are partners, and 
share profits one-half, one-fourth, and one-fourth respectively. Dickson 
retired on January i, 19.., and Chatenay and Clarke, in accordance with 
the articles, took over Dickson’s share in the proportion in which they 
shared profits. The goodwill of the business, on the retirement of a 
partner, was fixed by the articles as of the value of £6,000. The credit 
balances of the partner’s capital accounts as on January 1, 19. ., were as 
follows: Dickson, £15,000 ; Chatenay, £10,000 ; Clarke, £8,000. Follow- 
ing the ruling in Elliott v. Elliott, the undermentioned entries are necessary : — 

15 JOURNAL. dr. Cr. 




£ 

5. 

d. 

£ 

s. 

d. 

Goodwill Account Dr. 

7 

6,000 

0 

0 




To H. Dickson, Capital Account 

2 




^1.000 

0 

0 

„ A. Chatenay, Capital Account 

4 




1,500 

0 

□ 

„ 7. Clarke, Capital Account 

6 




1,500 

0 

0 

Being division of goodwill as fixed by the articles 








of partnership. 








H. Dickson, Capital Account Dr. 

I 

r8,ooo 

0 

0 




To A. Chatenay, Capital Account 

4 




9,000 

0 

0 

„ T* Clarke, Capital Account 





Q.OOO 

0 

0 

Being transfer of Dicltson’s share in the business 








upon bis. retirement. 
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1 H. Dickson. Capital Account. 2 

Dr. Cr. 


19 -- 


j. 

£ 

5. 

d. 

19... 



£ 

s. 

d. 

Jan. r 

To Cbatenav, Cap* 




Jan. I 

By Balance . . . » 

V 

EBB 

0 

n 

ital Account 

15 

9,000 

0 

0 


,, Share of Good- 





,, z 

,, Clarke, Capital 



will 

15 


0 

0 


Account 

V 

9,000 

0 

0 









£ 

18,000 

0 

0 



£ 


0 

0 
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3 A. CsiATENAY. Capital Account. 4 

D' l- Ck. 





q 

a. 



' 

t 

s. 

d 






Jail. I 

Bv Balance . . . . 

V 

10,000 

0 

0 






.. I 

„ Share of Good- 

J. 









will 

„ H Dickson, Ca- 

15 

1,500 

0 

0 







pital Account. . 

V 

9,000 

0 

0 








£ 

30,500 

0 

0 


5 T. Clakke. Capital Account. 6 

Dn. Cb 




i 

s. 

d 

19. .. 



£ 

s 

d. 






Jan. I 

By Balance . . 

V 

J. 

8,000 

0 

0 






M * 

,, Share of Good- 










will 

IS 

1,500 

0 

0 






it I 

,, H. Dickson, Ca- 










pital Account. . 

V 

9,000 

0 

0 








1 

18,500 

0 

0 


Goodwill Account. 8 

Du. Cb. 


.. 


1 h 

£ 


B 

■ 


■ 

■ 

1 

Jan. I 

To Sundries 

. 15 

0,ooo 

I 

1 

■ 

IHHH 

■ 

H 

1 


Chatcnay and Clarke now become personally liable to Dickson for the 
amounts tninsfened to their lespective Cnpitai Accounts. If the remaining 
partners picfcrrod not to cicate a goodwill account for so large an amount 
as £6,000, they cotild h.ave confined .the account to the ^3,000 to which 
Dickson was entitletl, in which case a Goodwill Account for /i3,ooo would 
have been opened, a like amount being credited to Dickson’s Capital 
Account. 

Lhnited Partaerships.— Under Boviffs Act, 1865, and suLse- 
quemly under SS. a and 3 of the Partnership Act, 1890, it became 
possible to advance loans to a partnership business in return for a 
share of profits from the business without incurring the liabilities 
incident to partnership proper. Such loans could be made, however, 
only to individuals and not to firms. The principle of limited lia- 
bility in partnership was first introduced into partnership law by the 
Limited ParittersJiip Act, 1907, By this Act, loans can be made to 
a firm in return for a share of pi'ofits, and Rules applicable to limited 
partnership, known as Limited Partnership Rules, have been issued 
under the authority of S. 17 of the Act. The advantages afforded 
by the registration of private limited companies so greatly outweigh 
those of limited partnerships that very little advantage has been taken 
of the Act of 1907. But the student should, nevertheless, acquaint 
himself with the provisions of the Act. 
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Registration. — A statement, signed by all parties, must be filed 
with the Registrar of Joint Stock Companies, giving (a) the firm 
name, (i) general nature of the business, (c) the full name of each 
partner, (d) the term of the partnership and the date when it began, 
(e) a statement that the partnership is limited, (/) the sum con- 
tributed by each limited partner, and how paid, whether in cash or 
otherwise. Notification of any change in the above paiticulars must 
also be filed within seven days. The registration fees are : On regis- 
tration, £z ; stamp duty, ,£1 per £100 (S. 39, Finance Act, 1920), or 
fraction thereof on the amount of capital contributed by the limited 
partner (or partners). The duty of registering under the Act lies 
with the general partners, but the limited partner (or partners) will 
be wise in his (or their) interests to make sure that registration has 
been duly made. 

“ General ” and “ Limited ” Partners. — A limited partnership 
may consist of one or more general partners whose liability is unlimited, 
and one or more limited partners whose liability is limited to the 
capital they have agreed to contribute to the business. There must 
be at least one partner of either class ; and not more than twenty 
persons, or ten in the case of a bank, may enter into a limited 
partnership. A body corporate, e.g. a limited company, may become 
a limited partner. 

Examination experience suggests that it is necessary to point 
out to some students that, although a shareholder under the Companies 
Act, 1929, and a limited partner under the Limited Partnership Act, 
1907, can strictly limit their personal liability to the amount they 
agree to subscribe, the trading liabilities of the company, or the partner- 
ship, cannot be limited. All the-resources, in both cases, are liable to 
meet trade debts and obligations. 

Rights of Limited Partners. — ^A limited partner cannot take 
part in the management of the business, but, personally or fay his 
agent, he may inspect the books, inquire into the prospects of the 
business, and offer advice thereon (S. 6, ss. r). If he withdraws any 
of the capital he has contributed to the business, he becomes liable 
for the debts and obligations of the firm to the extent of the sums 
withdrawn, as well as to the extent of the balance of his undrawn 
capital. He may assign his share in the business with the consent of 
his co-partners (S. 6, ss. 5), and the assignee is subrogated to the 
rights and obligations of the assignor, becoming a limited partner 
in the place of the assignor. If a limited partner “ interferes ” in 
the management of the business he may become liable as a general 
partner for the debts and obligations of the firm. If a general partner 
becomes a limited partner, or a limited partner assigns his share in 
the business, notification must be advertised in the Gazette. 

A limited partner who has given a bank guarantee will not be 
deemed to have made a payment to the firm in cash, for the guarantee 
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is merely the assumption of a future contingent liability, and he may 
be held liable as a general partner {Rayner & Co. v. Rhodes, [1926] 24 
Lloyd’s List Reports, 25). 

Dissolution. — A limited partnership is not dissolved by the 
death, lunacy, or bankruptcy of a limited partner, as an ordinary 
partnership is, neither can a limited partnership be dissolved by notice 
given by the limited partner. Upon a dissolution, the affairs of the 
firm are wound up by the general partners in accordance with the 
law and rules of Bankruptcy, or of the Deeds of Arrangement Act, 
as the case may demand. 

Accounts. — Generally spealdng, the accounts of a limited partner 
do not differ from those of an ordinary partner engaged in similar 
business, although the provisions of the Act of 1907 may affect the 
position of the partners as between themselves. The Capital Account 
of a limited partner will be credited with the amount he contributes, 
and the heading of the account should make it clear that he is a limited 
partner. The balance of the limited partner’s Capital Account should 
make it clear that the capital is fixed, subject of course to any increase 
in the capital by further contributions. A Current Account, kept 
upon the lines already explained, should record all the other dealings 
of a limited partner with the firm. 

The outstanding difference in limited partnership book-keeping 
lies in the treatment of losses. Should losses occur, the limited 
partner’s share will be debited to his Current Account. The partner 
concerned would not be entitled to withdraw any further sums from 
the firm until such losses have been recompensed out of subsequent 
profits. This would seem to be clear from S. 7 of the Act of 1907, 
which provides that the Partnership Act of 1890 applies also to limited 
partnerships, except as expressly modified, or excluded by the Act of 
1907. A limited partner can, of course, claim repayment of advances 
made by him irrespective of his Current Account, but he cannot with- 
draw profits until the debit balance of his Current Account has been 
made good. 

But the limited partner is liable only to the extent of the capital 
he contributes. Therefore, should dissolution occur, the losses 
charged to his Current Account could not be recovered. If moneys 
are periodically withdrawn in anticipation of profits which do not 
materialise, such withdrawals amount to a technical breach of S. 4 (3) 
of the Act of 1907. In effect they are withdrawals of capital, and should 
therefore be made good as soon as possible. 


IlhistraLion, — Dickson, Chatenay, and "Uprichard are in partnership. 
Dickson and Chatenay are general partners. Uprichard is a limited 
partner who has contributed {,$,000 as capital and is entitled to one-fifth 
of the profits. Dickson and Chatenay each contributed ;£4,ooo to the 
capital of the firm, and are entitled to share equally in the balance of the 
profits. 
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Dickson, Chatenay & Uprschai'd. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
JUNE 30, ig... 

(Final Section.) 


19... 

Juneso 

» 30 
» 3a 

To Dickson, ^ profits 
„ Chatenay. ^ profits . . 

,, Upni'hnra, i profits . . 

£ 1 

1.774 

1.774 

887 

s. 

0 

0| 

0 

d, 

0 

0 

0 

19... 
June 30 

i 

By Balance brought down, 
being net profit foi the 
year 

£ \ 

4,433 

s. 

0 


£ 

4.435 

0 

1 



i 

4,435 

0 


BALANCE SHEET, JUNE 30, rg... 


Capital : — 

Dickson £4,000 

Chatenay 4,000 

Uprichard 5,000 

Current Accounts : — 

Dickson .. .. ..£985 

Chatenay 765 

Uprichard 270 

Sundry Creditors 

£ 

1^,000 

2,020 

3,000 

s. 

0 

0 

0 

d. 

0 

0 

0 

Sundry Assets 

Cash at Bank 

£ 

16,705 

1.315 

s. 

0 

0 

tl 

0 

0 

1 

i8,020 

0 

0 

£ 

i8,020 

0 

0 


After three years of bad trade the annual accounts were as follows ; — 


PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
JUNE 30. 19. ■■ 

(Final Section.) 



£ 

s. 

d 

19 --* 


£ 


d. 

To Balance brought down, 




Tune^o 

By Dickson, ^ loss 

2,774 

0 


being net loss for the 




„ 30 

„ Chatenay. k loss 

2,774 

x ,387 

0 

0 

year 

6,935 

0 

0 

1, 30 

„ Uprichard, ] loss . , 

0 

0 


fS, 93 S 

0 

0 



£6,935 

0 

0 


BALANCE StIEET, JUNE 30, 19,,. 


Capital : — 


£ 

s. 

d. 

Sundry Assets 

£ 

17,801 

336 

s. 

0 








Uprichard . . . . 

. . 5,000 

13,000 

13,598 



Dickson j?2,603 

Chatenay 3,108 

Uprichard 2,850 



Sundry Creditors . . 


0 

0 

8,561 








0 


£ 

26,598 

0 

0 

£ 

26,598 

0 


Unless the firm recovers prosperity, the position is as follows : Dickson 
and Chatenay, whose liability is unlimited, will be responsible to the full 
extent of their resources for the whole of the outside liabilities of the firm. 
Uprichard cannot be called upon for further contributions, except to make 
good any sums withdrawn by him and included in the Current Account de.bit 








222 


HIGHER BOOK-KEEPING AND ACCOUNTS 


balance of ^£2,850. He may lose the whole of his £S)°oo capital, but that 
is the end of his liability. Neither can he be called upon to make good 
the adverse balance of his current account. 

Should prosperity return to the firm, it is possible that future profits 
mav accrue to Uprichard that will suffice to extinguish the debit balance 
of iiis Current Account and restore his capital to its original amount. In 
the event of future profits being made, Uprichard cannot withdraw them 
until he has made good the adverse balance of his Current Account, and so 
restored ins cajiital to the agreed amount. 

Loans. — As in the case of ordinary partners, a limited partner 
may advance money on loan on agreed terms, quite apart from the 
capital he has introduced. Such loans are repayable notwithstanding 
that the partner’s Current Account may be overdrawn. There is no 
right of set-off as between Loan Accounts and Capital and Current 
Accounts, because a limited partner is under no obligation beyond 
the amount of his agreed contribution of capital. 

Sleeping or Dormant Partners.— Examination candidates fre- 
quently confuse a sleeping or dormant partner with a limited partner. 
The two are quite distinct. A sleeping partner is a partner who takes 
no active share in the business. He contributes capital in return for 
a share of the profits, and is as fully liable for the debts and obliga- 
tions of the firm as is an active partner, for the law recognises no dis- 
tinction between the two. A limited partner’s liability is, as we have 
seen, restricted to his agreed capital contribution. 

Winding Up. — Limited partnerships are now wound up, under 
the Bankruptcy Act, 1914, in the same manner as are ordinary part- 
nerships. 


EXAMINATION QUESTION. 

C. Fitzgerald and A. Colomb are in partnership, sharing profits as to 
two-thirds and one-third respectively. On January ist they took their 
manager, M. Farmer, into partnership. Farmer was to be credited with 
£500 at the close of each year, as a partnership salary, and with s % on the 
net profits prior to division. 

On December 31st the following Trial Balance was extracted from the 


books of the firm : — 

£ £ 

C. Fitzgerald, Capital Account 10,000 

C. Fitzgerald, Current Account 1,484 

A. Colomb, Capital Account 8,000 

A. Colomb, Current Account 863 

M. Farmer, Current Account 321 

Factory and Warehouse 7,868 

Machinery and Plant 9 £-> 4 ° 

6 % Loan Account (J. Smith) 5, 000 


Carried forward £30,176 23,000 



PARTNERSHIP ACCOUNTS 


223 


Trial Balance (continued) 20,176 23,000 

Manufacturing Wages 18,767 

Loose Tools 1,576 

Office Salaries and Expenses 3,873 

War Loan Interest 38 

Bad Debts iga 

Rates, Taxes, and Insurance (Factory, ; 

Office, £340) 1,162 

Travellers’ Salaries and Commission 2,336 

5 % War Loan 367 

Purchases and Sales 21,643 57,150 

Returns (Inwards and Outwards) 324 424 

Discount Account (Balance) igg 

Audit Fee . , 55 

Carriage (Inwards, £398 ; Outwards, £632) . . 1,030 

Bad Debts Reserve (January jst) 400 

Cash in hand 78 

Cash at Bank 336 

Stock (January 1st) 5,249 

Sundry Debtors and Creditors 9,760 9,235 

Manufacturing Expenses 2,684 

Factory Power and Light 978 

Apprentices’ Premiums 300 

Bilk Payable i ,265 

Machinery Repairs 617 

Factory Space and Power Sublet 350 

Interest Account .. 150 

Office Furniture 520 


£92,351 £92,351 


You are required to prepare Manufacturing and Profit and Loss Accounts 
for the year ended December 31st, and a Balance Sheet ns on that date. 

When preparing these accounts, the following particulars must be taken 
into consideration : (a) Provide for depreciation as follows : Machinery and 
Plant, 15%; Office Furniture, 7 J%. ( 6 ) The following expenses were 
owing as on December 31st : Wages, £123 ; Office Salaries, £68 ; Machinery 
Repairs, £163. (c) Interest at 5 % is allowed on Capital. Interest on 

drawings is to be charged as follows ; Fitzgerald, £41 ; Colomb, £28 ; 
Farmer, £8. (d) Provide for the six months’ interest at 6 % due to J. Smith 
on his Loan as on December 31st. (e) Carryforward £33, Factory Insurance, 

to next year. (/) On December 31st Slock was valued at £8,787, and Loose 
Tools at £1,300. (g) Reserve 5 % on the Sundry Debtors for Bad and 
Doubtful Debts. (Royal Society Arts — Intermediate Stage.) 

[Note — For solution, see pp, 334-236.] 
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• Where apprentices’ fees appear in an ezaminatiou question, candidates sbouJd carefully seek for any indication that they cover a penod in advance 
of that covered by the accounts under preparation- If they include any amounts paid for future years, the sums so paid in advance miat be earned forward 
as a liabibty, and deducted from the amount credit^ in the Manufacturing Account. 
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J. B. Clark, a cigarette manufacturer, agreed to take hi.s manager, 
L. Hillingdon, into partnership on January ist. 

The following terms were agreed : (a) A goodwill account amounting to 
,(;io,ooo was to be created, and a similar amount credited to J. B. Clark. 
(6) L. tiillingdon was to be entitled to a salary of £400 per annum, to be 
paid monthly, (c) Twelve monthly drawings on account of profits were to 
be made by the partners, i.e. J. B. Clark, £60 per month ; L. Hillingdon. 
£20 per month, (d) Profits and losses were to be shared as follows : 
J, B. Clark, two-thirds ; L. Hillingdon, one-third, (e) L. Hillingdon was 
to pay in £2,000 as his capital in the business on January ist. 

You are to assume that, as on December 31st following, all the entries 
and payments arising out of the terms of the above agreement had been 
carried out. In addition to the accounts necessary for the record of the 
above transactions, the following balances were extracted from the books of 
the firm as on December 31st : — 

J. B. Clark. Capital Account (January ist), £20,000 ; Plant and Machinery, 
£17,800 ; Fixtures and Fittings, £2,400 ; Rent and Rates of Factory, £950 ; 
Lighting (Factory £120, Office £24), £144 ; Licence and Insurance (Factory 
£300, Office £72), £372 i Rent and Rates of Office, £270 ; Factory Expenses 
£571; Factory Power, £494; Office Expenses, £124 ; Sales: Cigarettes, 
£151,862 ; Shorts and Sundries, £2,234; Sales Returns : Cigarettes, £321 ; 
Shorts and Sundries, £124 j Purchases : Tobacco, £76,294 ; Sundries, 
£2,421; Put chases Returns: Tobacco, £1,821; Sundries, £106; Office 
Salaries, £1,694; Factory Wages, £8,751; Packing Expenses (Charge to 
Trading Account), £1,792 ; Carriage (Inwards £821, Outwards £940), 
£1,761 ; Travellers’ Salaries and Expenses, £2,371 ; Advertising, £5,000 ; 
Stock (January 1st), £16,841 ; Sundry Creditors, £4,682 ; Sundry Debtors, 
£22,540 ; Leasehold Factory, £10,000 ; Cash at Bank, £7,240 ; Cash in 
hand, £1,070. 

You are required to prepare Trading and Profit and Loss Accounts for 
the year ended December 31st, and a Balance Sheet as on that date. 

Before preparing the accounts, the following adjustments are necessary : 
(i) The following depreciation is to be written off : Machinery and Plant, 
10 % ; Fixtures and Fittings, 15 %. (2) A reserve for Bad Debts is to be 
made equal to 5 % on the Sundry Debtors. (3) A sum equal to s % of the 
net profits is to be reserved for distribution as a bonus to the firm’s employees. 
(4) The Stock on hand, as on December 31st, was valued at £17,560. 
(s) 5 ° % of oost of advertising is to be carried forward. (6) Interest 
at s % is to be credited to the partners’ Capital Accounts, but no interest 
is to be charged upon drawings. (7) The following amounts were owing at 
the end of the year : Factory Wages, £68 ; Office Salaries, £35 {London 
Chamber Commerce — Advanced Stage.) 

[Note — For solution, see pp. 228-230.! 
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PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED DECEMBER 31, ig... Cr. 
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before calculating the bonus to employees. 
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EXAMINATION QUESTIONS. 

1 . What is a partnership ? 

State the advantages to be derived by keeping separate Capital and Current 
Accounts for the partners in a firm, (incorporated Secretaries.) 

2 . Heriott Brothers consists of three partners (A, B,and C). The capital 
is held as follows : A, £10,000 B, £13,000 ; and C, £7,500. Interest at 
5 % is allowed upon capital and is charged on drawings, upon which there 
are no restrictions as to amount or date. C is entitled to be credited with 
a salary of £400 per annum. B lent £s,ooo to the firm at 6 % interest. All 
the partners withdrew goods from the firm for personal use. 

In what form should the partners’ accounts be recorded in the books of 
the firm ? 

Illustrate your answer by submitting a specimen of each Idnd of account 
you recommend the firm to employ. (Royal Society Arts) 

3 . C and D were in partnership, C, who had money, providing £10,000 
capital, and D, who had more experience, providing only £500. In addition 
C had lent the firm £1,000 half-way through the year. There was no agree- 
ment between them beyond a verbal one that profits should be shared equally. 
The first year’s trading resulted in a profit of £2,505. C contended that 
interest at the rate of s % should be charged upon capitals and upon the loan 
before dividing the profit. 

Was he correct ? If not, show how the profit should be dealt with and 
your reasons for dividing in the way you do. (Chartered Accountants.) 

4 . A and B are in partnership sharing profits in the proportion of two- 
thirds and one-third respectively. C, who is manager to the firm, and is in 
receipt of a salary of £1,000 a year, is taken into partnership and is given a 
quarter of the profits, A and B still sharing in the proportions of two and one. 
It is agreed between A and B that the latter shall not suffer in the amount 
he receives in the new partnership by reason of the fact that C now takes a 
share of profits instead of a salary. The profits of the firm are constant and 
may be assumed at £4,000 per annum after charging the manager’s salary. 

You are required to show the division of the profit under the new arrange- 
ment and to give the proportions in which profits should be divided for 
inclusion in the new partnership agreement. (Chartered Accountants.) 

5. Scarlett and Lake join in partnership on January ist, without any 
formal deed between them. The capital introduced was as follows r 
Scarlett, £3,000 ; Lake, £2,000. On April ist Lake advanced £500 to the 
firm as a loan without any agreement as to interest. The net profit for 
the half-year to June 30th is £2,500. The partners cannot agree on the 
following points : Interest on capital, interest on loan, division of profits. 
Prepare accounts on the lines that you would adopt, giving reasons for your 
action. (Central Association Accountants) 

6. George and Hugh Dickson agree to admit George McArthur as a partner 
in their firm as on January ist. 

The terms agreed upon were as follows : (a) McArthur was to pay £6,000 
cash into the business, of which sum £i.8oo was to be treated as a premium 
and divided as to two-thirds to George Dickson and one-third to Hugh 
Dickson, (b) In addition, McArthur was to bring in stock £3 ,000 and 
book debts £2,500, (c) Profits were to be divided : George Dickson, four- 

sevenths ; Plugh Dickson, two-sevenths ; and George McArthur, one-seventh. 

The Balance Sheet of the old firm, as on the previous December 31st 
was as follows — 



232 HIGHER BOOK-KEEPING AND ACCOUNTS 


BALANCE SHEET, 

£ 

Capital — 

George Dickson . . . . 18,000 

Hugh Dickson . . . . 10,000 

Sundry Creditors .. .. II,I74 


£39.174 


DECEMBER 31ST. 


Freehold Property . . . . 8,000 

Machinery and Plant .. 1 0.500 

Sundry Debtors .. .. 8,740 

Stock 1 ,948 

Cash at Bank 986 


£39,174 


Prepare the Balance Sheet of the new firm as on January ist. {Royal 
Society Aus.) 

7 . A and B are partners, but no details have been agreed between them, 
verbally or by deed, other than the fact that profits are to be shared equally. 

At the close of the year, B prepared the following Profit and Loss 
Account ; — 

PROFIT AND LOSS ACCOUNT. 


To 5 % Interest on Capital — 


A .... £250 

B .... 150 

— 400 

,, Salary, B 200 

,, Interest at 5 % on Loan 

from A 75 

,, Balance carried down . . i,2io 


£1,885 

To A, J Share 605 

,, B, I Share 605 


£1,210 


By Balance from Trading 

Account 1,885 


£1,885 

By Balance brought down . . i,2io 

£1.210 


If you do not approve of this account, amend it, {Royal Society Arts. 

8. Submit a pro-forma Current Account showing {a) Drawings and interest 
thereon ; {b) Interest on Capital ; (c) Partnership Salary ; and (d) Share of 
Profits. {Royal Society Arts.) 

9 . A, B, and C are in partnership, sharing profits equally, and at 31st March' 
their Capital Accounts were as follows ; A, £8,000 ; B, £7,000 ; C, £6,000. 

On 1st April they admitted D as an equal partner, he having agreed to 
bring in £5,000 as his capital and to pay the old partners £2,100 for goodwill. 
Each of the old partners was to leave one-half his share of the latter sum in 
the business, and to withdraw the other half. 

Show the four partners’ Capital Accounts as they will appear after 
the change, all payments having been made as agreed. {London Chamber 
Commerce.) 

10 . Explain, by means of specimen accounts, the best method of recording 
the accounts of partners in the books of the firm of which they are members. 

In your answer deal with capital, drawings, loans, interest, and withdrawals 
of goods. {London Chamber Commerce.) 

11 . A, B, and C are in partnership upon the following terms : (i) Interest 

on capital is allowed at 5 %. (2) Partners’ monthly drawings are allowed as 
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follows : A, £50 ; B, £40 ; C, £30. No interest is chargeable on these 
drawings. (3) Partners’ salaries are : B, £300 per annum ; C, £200 per 
annum these sums are to be credited to the respective current accounts at 
the close of each year. (4) Profits are to be shared as follows : A, four- 
sevenths ; B, two-sevenths ; C, one-seventh. (5) The fixed capital is as 
follow’s : A, £10,000 ; B, £6,000 ; C, £2,000. (6) It is agreed that half 
C’s salary is to he debited to A. 

Prior to any of the adjustments arising out of the above terms, the profits 
for the year ended December 31st last were £5,825. 

Prepare the final section of the Profit and Loss Account, and the Partners’ 
Accounts as on December 3i3t last. {Royal Society Arts.) 

12 . Hugh and George Dickson agree to admit William Robinson, their 
manager, into partnership as on January ist. Interest at 5 % is allowed on 
capital, which is as follows : Hugh Dickson, £to,ooo ; George Dickson, 
£5,000 ; William Robinson, £1,000. 

Robinson is to be credited with a salary of £300 per annum, £200 of 
which is to be debited to Hugh Dickson and £100 to George Dickson. After 
providing for interest on capital, the profits are to be divided as follows : 
Hugh Dickson, four-ninths ; George Dickson, three-ninths ; William Robin- 
son, two-ninths. No interest is charged on drawings, which were as follows : 
Hugh Dickson, £1,500 ; George Dickson, £800 ; William Robinson, £400. 

The profit for the year ended December 31st amounted to £4,250 before 
making any of the above adjustments. 

Give the partners’ accounts as they would appear in the Balance Sheet 
as on December 31st. (Royal Society Arts) 

13 . McArthur and Chatenay are in partnership, and share profits and 

losses as to two-thirds to McArthur and one-third to Chatenay. The capital 
is held as follows : McArthur, £12,000 ; Chatenay, £6,000. On Decem- 
ber 31st the credit balances of the partners’ current accounts were ; McArthur, 
£1,800 ; Chatenay, £960. ^ ’ 

On January ist following, the firm admitted Pirrie into partnership on 
the following terms : Goodwill to be valued at £6,000 and to be credited to 
the capital accounts of the original partners. The current accounts to be 
transferred to the capital accounts. Pirrie to bring in, as capital, an amount 
equal to one-fourth of the total capital of the original partners as adjusted 
above. 

Give the capital accounts as they would appear in the initial Balance Sheet 
of the new firm on January ist. (Royal Society Arts) 

14 . Richard Black and William White enter into partnership, upon 
equal terms, for the purpose of purchasing and continuing the old-established 
business of the late Robert Blank. The business was taken over from 
Blank’s executors as on January ist, as a going concern, upon the basis of 
the last certified Balance Sheet, which was as follows : — 


R Blank 

BALANCE SHEET, DECEMBER 3 ist. 


Liabilities. £ 

To Capital 26,593 

„ Sundry Creditors . . 3,482 

„ Reserve for Bad Debts 3S5 


Assets. 

£ 

By Freehold Premises 

. . 14,200 

„ Plant Account 

.. 8,100 

„ Sundry Debtors . . 

3.42° 

„ Stock on hand 

4,140 

„ Office Fumiture . . 

. . 600 


£30.460 


£30>46o 
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Tha purchase price was agreed at £38,000, which amount was found, in 
equal slwres, by Black and White, and duly paid over to Blank’s executors. 

In addition each partner paid £1,000 into the new firm’s banking account 
to provide working capital, and it was agreed, before opening the new books, 
to reduce the valuation of the Plant (as shown above) by £500, the Stock 
oy iC4S°i 3nd the Office Furniture by £300. 

^ Make the opening entries necessary to record the above transactions 
in the books of the new firm, and draw up a Balance Sheet showing the 
position of Messrs. Black and White at the commencement of the new 
partnership. {Chartered Accountants.) 

15 . Jeeves and Wooster are partners, sharing profits and losses as to 
Jeeves two-thirds and Wooster one-third, and they agree to admit Bertie as 
a partner on June ist. Bertie is to bring in capital amounting to £3,000, 
and is also to pay £600 as premium, the latter to remain in the business. 
Show the entries you would make in the books of the firm. {London Asso- 
ciation Accountants.) 

16 . At January ist, X, Y, and Z had the following respective capitals, 

£3,330, £4,333, and £3,763. They shared profits in the ratio 3, s, and 6 

At that date they sold their assets for £9,177. They owed their creditors 
£308, and Y had advanced £555 on loan to the firm. 

Prepare Balance Sheet, Realisation Account, Cash Account, and Partners’ 
Capital Accounts. {London Association Accountants.) 

17 . X, Y. and Z were partners in a manufacturing business, sharing profits 
as follows : X, four-sevenths ; Y, two-sevenths ; Z, one-seventh. 

Under a clause in the partnership deed, any partner was at liberty to 
retire and claim an annuity of £150 for each one-seventh share held by him 
in the profits ; his share in the assets and goodwill to pa.ss to the remaining 
partners in equal shares. Y retired from the firm on Januaiy ist, the amount 
standing to the credit of his capital account being £6,Soo. 

How should you treat the annuity payable to Y, for the year ended on 
the preceding December 31st ? {Royal Society Arts.) 

18 . Jones and Webb, who are partners, sharing profits and losses as to 
five-eighths and three-eighths, admit Williams into partnership as from July 
1st. The Partnership Deed provides that Williams shall receive one-fifth 
of the net profits after allowing £400 salary and 4 % interest on capital for 
each partner. 

On July ist following, it was ascertained that £4,000 net profit had been 
made before charging partners’ salaries or interest on capital. The capital 
accounts were as follows : Jones, £6,000 ; Webb, £4,000 ; and Williams, 
£ i,soo. 

Prepare Appropriation Account and Partners’ Capital Accounts. {London 
Association Accountants.) 

19 . A and B are in partnership, sharing profits equally. As from 
December 31st they admit C, and from that date share : A,’ four-tenths ; 
B, four-tenths ; C, two-tenths. It is agreed that the Balance Sheet of A and B 
as on December 31st requires amendment as follows : Insurance Fund, 
credit balance, £1,780, is to be reduced to £z8o ; Plant and Machinery are 
undervalued by £300 ; Reserve for Bad Debts, £330, is to be increased to 
£400 ; J. Jones, debtor for goods supplied, £1,270, is to be written off as 
bad to the amount of £1,090, the difference of £180 being the surrender 
value of a life policy held as security, w'hich is taken over by the new 
partnership. 

Subject to these adjustments, C agrees to pay £2,000 for the acquisition 
of a two-tenths share in profits and goodwill. 

Prepare Revaluation Account, adjusting the accounts as agreed, and show 
the treatment of the sum paid for Goodwill. {Chartered Accountants.) 
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20 . A and B are equal partners. In order to provide funds to pay out 
the executors of a deceased partner, a joint policy of assurance for £s,ooo is 
taken out with the Northern Assurance Company. The sum assured is 
payable at the death of either partner. The annual premium is £450. 

Show, by means of specimen entries, how the above transaction should 
be recorded in the books of the firm at the end of the first year after the 
assurance was effected. (Royal Society Arts.) 

21 . A firm has taken out life assurance policies on the lives of the partners 
and the managers. How would you deal with the premiums in the accounts ? 
Should they be shown as an accumulating asset in the Balance Sheet ? 
Comment hereon. (Incorporated Secretaiies.) 

22 . T. Landry and R. Lambert, who were equal partners in a manu- 
facturing business, agreed to dissolve partnership and to realise their business 
as on June 30th. On that date their Balance Sheet was as follows : — 


Messrs. T. Landry & R. Lambert. 


BALANCE .SHEET, JUNE 30x11. 


Liabilities. £ 

T. Landry, Capital Account 3,000 
R. Lambert, Capital Ac- 
count 700 

Sundry Creditors . . . . 2,300 


£6,000 


Assels. 


Sundry Assets 
Cash 


£ 

5,150 

850 


£6,000 


The expenses of the realisation, which were paid in cash, amounted to 
£270, and the Sundry Assets realised £3,920 in cash. 

You are required to show fully the result of the realisation, which was 
concluded on August i6th. Under the partnership articles, in the event 
of there being any deficiency on the capital account of either paitner, the 
amount of such deficiency is to be at once made good in cash. (London 
Chamber Commerce.) 

23 . A. and B. Blank are partners. There is no partnership agreement. 

The partnership was dissolved as on December 31st, when the Balance 
Sheet was as follows : — 


BALANCE SPIEET, DECEMBER 31ST. 


Liabilities. 

£ 

Assets. 

£ 

Capital — 


Goodwill 

.. 2,500 

A. Blank 

, , 10,000 

Freehold Premises . . 

. , 10,000 
5,86a 

B. Blank 

5,000 

Sundry Debtois 

Sundry Creditors 

3,714 

Stock 

. . 2,480 

Bank Overdraft 

.. 1,000 

Cash in hand 

. . 10 



Cash at Bank 

. . 863 


£19,714 


£19,714 


The assets were realised as follows : Goodwill, £1,000 ; Freehold 
Premises, £12,500 ; Sundry Debtors, £3,972 ; Stock, £2,090. Allowances 
were obtained from creditors amounting to £270. The expenses of the 
dissolution amounted to £172. 

Show the final result of the dissolution and the amounts payable to the 
partners. (Chartered Imlitute Secretaries.) 
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24 ; S, T, and U were partners sharing profits and losses equally. On 
the dissolution of the partnership on December 31st, the Balance Sheet was 
as follows :■ — 


Sundry Creditors 

£ 


£ 

. . 8,000 

Cash 

. . 800 

Capital Account — 

Sundry Debtors 

. , 4,200 

S 

2,500 

Stock 

. , 6,000 

T 

. . 2,000 

Furniture and Fittings 

. . 300 

U 

. , 1 ,000 

Goodwill 

. , 2,200 


£13.500 


£13.500 


On realisation, Stock was sold at a discount of 30 % on book values. 

Sundry Debtors realised £3,500; Furniture and Fittings, £150 ; Good- 
will, £450. 

The expenses of realisation were £120. 

Ascertain the deficiency and prepare accounts, showing the final position 
of each partner’s capital after adjustment, consequent upon U being able to 
bring in only £250 towards his share of the deficiency. (Incorporated Ac- 
countants.) 

25 . George McArthur and Arthur Hadley were equal partners, McArthur 
died on December 30th. Accounts were prepared at the close of the financial 
year (December 31st), when it was found, after ascertaining and crediting 
the profit for the year in the ordinary way, that the partners’ accounts stood 
as follows : McArthur, Capital Account, £8,000 ; Current Account (credit 
balance), £962. Hadley, Capital Account, £7,000; Current Account (credit 
balance), £852. 

It was agreed with McArthur’s Executors that the value of the goodwill, 
which had not hitherto appeared in the books, should be fixed at £3,000, 
and that the assets and liabilities should he reviewed, Valuations were made 
with the following results : The book value of the Plant and Machinery was 
reduced by £500 ; the Reserve for Bad Debts was found to be excessive by 
£200 ; the Stock was undervalued by £350 ; the Sundry Creditors were 
overstated by £670 ; and the Patents (book value £300) were held to be of 
no value, 

Submit the partners’ accounts as they would appear in the Revaluation 
Balance Sheet. (Royal Society Arts.) 

26 . On the dissolution of the partnership of N and O, the assets realised 
£17,500, subject to the cost of realisation, £250. The liabilities were : Over- 
draft at Bank, secured by a charge, £1,500 ; other Creditors, £6,500 ; Loan 
from N, £s,ooo ; Capital, N, £5,000 ; Capital, O, £2,500 ; Loan from O, 
£ 1 , 000 . 

Profits and losses were to be shared in the proportion of two-thirds to N, 
one-third to O. State the order of priority in which the payments should 
be made, and show in account form how the cash realised would be dis- 
tributed. (Incorporated Accountants.) 

27 . A, B, and C were in partnership and shared profits and losses in the 
proportions of one-half, one-third, and one-sixth respectively. They decided 
to dissolve partnership as on June 30th. C was adjudicated a bankrupt 
during the realisation of the assets and was unable to contribute anything to 
his deficiency in the firm. 

The partners’ capitals were originally A, £10,000 ; B, £5,000 ; and C, 
£2,500 ; but were reduced to the figures appearing in the following Balance 
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Sheet by adjustments made upon agreement between the partners at the 
end of the usual accounting periods. 


A, Capital Account 

B, Capital Account 
Sundry Creditors 


BALANCE SHEET, JUNE 30TH. 


£ 

. . . . 7,000 

2,000 

• • • • 5,650 


Freehold Premises 
Plant and Machinery 
Fixtures and Fittings 

Stock 

Sundry Debtors 

Cash 

C, Capital Account 
drawn 


over- 


£ 

4,200 

2,400 

800 

2,600 

3,500 

700 

450 


£14,650 


£14,650 


The assets realised the following amounts: Freehold Premises, £4500- 
Plant and Machinery, £1,900 ; Fixtures and Fittings, £300 ; Stock, /i,4oo’ 
Sundry Debtors, £3,000. 

The expenses of realisation were £300. 

You are required to close the books of the firm. {^Chartered Accountants.') 

28 . A and B were equal partners in a business from which A retired on 
December 31st. 

The Balance Sheet of the firm was then as follows : — 


BALANCE 

Capital Accounts — 

A £s,ioo 

B 2,600 


Sundry Creditors 


SHEET, DECEMBER 31ST. 

£ 

Plant and Fixtures 

Stock 

Sundry Debtors , . 

7,700 Cash , . 

2,200 


800 

3,600 

4,000 

1,500 


£9,900 


£9,900 


_ Under the Partnership Agreement, a partner retiring was entitled to be 
paid, for his share of the goodwill, two years’ purchase of his share of the 
profits, based upon the average of the three years preceding his retirement. 
The profits of the firm for the last three years were £9,600. 

Any bad debts incurred in the realisation of the debtors were to be taken 
as bad debts of the firm at the date of any retirement, but not so to affect -the 
figures previously used for the calculation of the amount of goodwill. These 
amounted to £200. 

It was agreed that A should be paid out, with interest at 5 % pei annum, 
by half-yearly instalments of £1,000 (covering interest and principal) until 
discharged, the first payment being made on June 30th following. So for 
as the debtors and creditors were concerned, interest was only to be calculated 
from the date of receipt or payment. 

You are required to show A’s account at the close of the year, assuming 
that the creditors were paid and the debtors realised at an average date of 
six months. {Chartered Accountants.) 

29 . X and Y are in partnership. The profits are shared as to three-fourths 
to X and one-fourth to Y, 
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The Balance Sheet of the firm, as on September 30th, was as follows : — 



£ 


A 

Capital : X 

. . 18,000 

Freehold Premises 

20,000 

Y .. .. 

. . 6,000 

Fixtures and Furniture 

2,000 

Creditors 

. . 4,600 

Sundry Debtors 

5,682 

Loan from X . . 

. . 4,000 

Stock 

4,334 

Reserve Account 

, . 1 ,400 

Cash at Bank 

1,984 


£34,000 


£34,000 

The partners decided to dissolve th 

e firm and realise the assets. 



X agreed to purchase the Freehold for £iS,ooo, whilst Y took the Stock 
over at a discount of 15 %• The book debts realised g4 % of the Balance 
Sheet figure. The Fixtures and Furniture realised £1,743. The realisation 
expenses amounted to £784. 

Give the accounts necessary to show the result of the realisation. {Royal 
Society Arts.) 

30 . In the film of E and F, E is a general and F a limited partner. To 
the capital of the firm, which amounts to £25,000, F has contributed £s,ooo, 
and out of the profits is entitled to receive interest at the rate of 8 % per 
annum, and one-tenth of the remaining profits. E is entitled on account 
of his share of the profits to draw £100 a month. At the end of the first year 
the following figures are extracted from the books of the firm ; — 

Capital Account, F, £5,000 ; Capital Account, E, £20,000 ; Creditors, 
£10,500; Debtors, £8,000; Land and Buildings, £13,500; Plant and 
Machinery, £7,500 ; Stock and Stores, £10,500 ; Cash, £2,400 ; E, Drawings 
Account, £1,200; F, Drawings Account, Interest, £400; Profit and Loss 
Account, £8,000, 

From these figures draft Trial Balance and prepare accounts showing the 
profits due to each partner and the position of their accounts before the 
balance of profits respectively due is paid out. {Incorporated Accountants.) 

31 . A, B, and C are in partnership, sharing profits in the proportions of 
one-half, one-thiid, and one-sixth respectively. The X Company, Ltd., 
whose £i shares have a market value of 23s. each, agrees to purchase the 
undertaking of A, B, and C {excluding cash), the consideration to be the 
taking over of the liabilities and the allotment of 10,000 shares in the company. 
The Balance Sheet of A, B, and C as on the date of purchase was : — 



£ 


£ 

Creditors 

. ■ 3,863 

Goodwill 

, . 2,000 
4,782 

A, Capital 

5,000 

Plant and Machinery 

A, Undrawn Profits . . 

224 

Debtors 

.. 3,168 

B, Capital 

, . 4,000 

Stock 

2,71s 

B, Undrawn Profits . . 

C, Capital 

182 

Cash 

. . 691 

, . 1 ,000 


C, Undrawn Profits . . 

87 




£13,356 


£13,356 


The partners agree amongst themselves that the balance of cash remaining 
after payment of their undrawn profits shall be divided equally between them, 
but they cannot agree as to the correct division of the shares. Prepare state- 
ments showing how in your opinion the shares should be divided, having 
regard to their market value. Ignore fractions. {Chartered Accountants.) 

32 . Bell and Broughton were in partnership sharing profits and losses 
as to three-fifths and two-fifths respectively. They decide to sell their 
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business to the Lyte Engineering Company, Ltd., as at June 30th, at which 
date their Balance Sheet was as follows : — 

Bell & Broughton. 

BALANCE SHEET, JUNE 30TH. 

Liabilities. £ Assets. £ 

Capital— Cash in hand . . . . £50 

Bell .. ■■ £13,000 Cash at Bank .. .. 500 

Broughton . . 10,000 550 

Sundry Debtors 


Bell, Loan Account . . 
Sundry Creditors 
Reserve Account 


£40,000 


Stock-in-Trade 18,000 

Plant and Machinery . . 6,000 

Fixtures, Fitting.^ and 

Trade Utensils . . . . 1,000 

£40,000 


The Company agreed to purchase the Book Debts, Stock, Plant and 
Machinery, Fixtuies, etc., and Goodwill, the consideration being £13,000 
in cash and the allotment of 15,000 shares of £i each in the Lyte Engineering 
Company, Ltd,, which were quoted on the market at date of sale at a 
premium of £i per share. The liabilities were paid by the partners. It 
was agreed as regards the purchase consideration that Broughton should 
receive half the shares in the Lyte Engineering Company, Ltd. 

Prepare accounts showing the final settlement between the partners. 
(London Association Accountants.) 

33 . D, E, and F arc equal partners, whose Balance Sheet at June 30, 
1 92 1, was as follows : — 


Liabilities. £ 

D, Capital 20,000 

E, Capital 10,000 

Trade Creditors . . . 3 ,°°° 


£35,000 


Assets. 

Plant and Machinery 
Trade Debtors . . . . 

Stock-in-Trade . . . . 

F, Capital Account . . 
Freehold Property . . 


£35,000 


They dissolve the partnership. The assets upon sale realise £19,000, 
and the expenses amount to £1,000. , 

Following the rule in Garner v. Murray, you are required to close the 
accounts, (incorporated Accountants.) 

34 . X and Y are in partnership, sharing profits and losses four-sevenths 
and three-sevenths respectively. “^Iheir Balance Sheet on December 31st 
was as follows : — . 


Creditors . . 
Capital, X . . 
Capital, Y . . 


Goodwill . 



1,000 

Property 


4,000 

Debtors 



. ► 4,000 

Cash . . 



. . 2,000 



£t 1,000 


£11,000 I £ti,ooo 

Z joins them on January lat following, it being agreed that he shall 
receive one-fifth share of profits, the shares of X and Y bearing the same 
relation to each other as heretofore. 
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Z’s Balance Sheet is as follows : — 


Creditors i ,500 

Capital 2,000 


£3.300 


Property . . . . , . . • • 2,000 

Debtors 1,000 

Cash 500 


£3.500 


Before opening the books of the new partnership it is agreed that the 
following adjustments shall be made; — and Y : Value of property to be 
reduced by £t,ooo ; A Reserve at 5 % on Debtors to be made ; Goodwill 
to be increased or decreased to allow for these adjustments. Z : Value of 
property to be increased by £500 ; a Reserve at 5 % Debtors to be made ; 
Creditors to be increased to £1,700 ; a Goodwill Account of £1,000 to be 
raised and the balance of Z’s Capital Account to be increased or decreased 
to allow for these adjustments. 

Show the opening Balance Sheet of the new partnership, indicating the 
proportions in which X, Y, and Z will share in the profits and losses. (^Institute 
of Book-keepers .) 

35 . G. McArthur and C. Fitzgerald are in partnership upon the following 
terms : — (a) The fixed capital of the partners is : McArthur, £15,000 ; Fitz- 
gerald, £8,000. (6) 5 % interest is allowed upon capital and charged upon 

drawings, (c) Profits are shared: McArthur, two-thirds; Fitzgerald, one- 
third. (d) The goodwill of the business stands in the books at £5,000, and 
McArthur is to be credited with 2J % as interest on this amount and Profit 
and Loss Account debited, (e) The partners are entitled to draw each year 
on the last day of March, June, September, and December as follows : 
McArthur, £480 ; Fitzgerald, £240. (/) Fitzgerald is to be credited, at the 
close of each year, with £500 as salary. £100 of this amount is to be debited 
to McArthur’s current account, and the balance to Profit and Loss Account, 
(g) During the year goods were supplied from stock as follows : McArthur, 
£196 ; Fitzgerald, £85 ; but no entries have yet been made in the books. 

You are to assume that all the above conditions have been complied with 
and the necessary entries made in the books. 

In addition to the accounts arising out of the above, the following balances 
were extracted from the books of the firm as on December 31st: Stock, 
£32,480; Freehold Warehouse, £5,640; Fixtures and Fittings, £960; 
Additions and Alterations (Warehouse), £1,000 ; Sales, £98,462 ; Purchases, 
£62,462 ; Returns (Sales), £324 ; Returns (Purchases), £941 ; Rates and 
Taxes (Warehouse, £1,141 ; Office, £136), £1,277 ; Lighting and Heating 
(Warehouse, £383 ; Office, £95), £480 ; Bank Overdraft, £2,067 ; Cash in 
hand, £108; Sundry Creditors, £9,796 ; Sundry Debtors, £7,860 ; Invest- 
ment (s % Debentures), £2,000; Bills Payable, £2,142; Bills Receivable, 
£1,241; Warehouse Expenses, £1,587; Warehouse Wages, £4,872; Pro- 
vision for Bad Debts (January 1st), £250 ; Insurance (Warehouse, £486 ; 
Office, £38), £524 ; Interest Account (Credit Balance), £61 ; Carriage 
Outwards, £948 ; Carriage Inwards, £794 ; National Health Insurance 
(Warehouse), £84 ; Fixtures and Fittings sold during the year, £200 ; Office 
Furniture, £760 ; Vans and Horses, £1,572 ; Office Salaries, £2,104. 

You are required to prepare Trading and Profit and Loss Accounts for 
the year ended December 31st, and a Balance Sheet as on that date. 

When preparing these accounts the following matters must be taken into 
consideration ; (1) The error in the Trial Balance (£38) must be carried to 
a “ Diflierence in the Books Account.” (2) The quarter’s interest (5 %) on 
the investment to December 31st has accrued due, but has not been paid or 
passed through the books. (3) Write off the following depreciations : Fixtures 
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and Fittings, 15 % ; Office Furniture, 5 %. (4) The following items were 
outstanding at the close of the year and no entries had been made in the 
books: Warehouse Wages accrued, £98; Office Salaries accrued, £46; 
Insurance (Warehouse) paid in advance, lizi. (5) Provide s % for bad 
debts on the Sundry Debtors. (6) Write off one-half of the additions and 
alterations to warehouse. (7) The following valuations were made as on 
December 31st : Stock, ,£31, 846 ; Vans and Horses, £1,400. (Royal Society 
— Advanced.) 

36. Peter Pink and Benjamin Brown are in partnership, sharing profits 
and losses, two-thirds and one-third respectively. Interest on capital at 5 % 
is to be credited to the partners annually. The Trial Balance of their books 
at December 31, 19. ., is as follows : — 


P. Pink- 

Capital Account 

Current Account Balance, January i, 19.. 

Drawing Account 

B. Brown — 

Capital Account 

Current Account Balance, January i, 19.. 

Drawing Account 

Office Furniture 

Sundry Debtors and Creditors 

Purchases and Sales 

Stock, January 1,19 

Carriage Inwards 

Returns Inwards and Outwards 

Rent 

Salaries _ . . 

Carriage Outwaids '.. 

Discounts 

Reserve for Bad Debts 

Advertising 

Rates 

Insurance 

Insurance, National 

Telephone 

General Expenses 

Printing and Stationery 

Postage 

Repairs 

Electric Light 

Bank Charges 

Investment : £1,600 5 % Railway Stock at cost 

Interest on Investments 

Cash at Bank 

Cash in hand . . 


£ 

£ 


3,600 


130 

1,004 

1,600 


80 

847 


840 


2.934 

37,060 

854 

43.031 

i,S8o 

392 


I2S 

330 

375 


630 


56 

' 331 


500 

800 


180 


62 


27 


26 


133 


64 


117 


21 


18 


6 


I.SS 7 

31 

1.293 


10 


£50,357 

£50.357 


The Stock at December 31, ig. ., is valued at £1,387. 

Prepare Trading and Profit and Loss Accounts for the year ended 
December 31,19.., and Balance Sheet at that date after making the following 
adjustments ; one quarter’s rent is outstanding ; rates unexpired, £36 ; 
Insurance unexpired, £31 ; six months’ interest accrued on Investment (less 
Income Tax at 4s. 6d.) ; carry forward one-half of the amount spent on 
Advertising ; write off Bad Debts, £67 j depreciate Office Furniture at 5 % 
per annum, [Institute of Book-keepers.) 

17 
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37 . The_ firm of Markham and Newbold (architects), to which you have 
been appointed secretary, has a capital of £s,ooo provided as follows : 
G. Markharn, £3,000 ; Alfied Newbold, £2,000, on which 5 % interest is to 
be credited to the partners’ current accounts annually. 

The figures, other than those representing capital and interest, contained 
in the Trial Balance of the books at December 31, 19.., are as follows : 
Rent, £600; Sundry Debtors, £1,800; G. Markharn, Current Account, 
credit balance, £740 ; A. Newbold, Current Account, credit balance, £360 ; 
Apprenticeship Premiums, £1,200; Sundry Creditors, £270 ; G. Markham, 
Drawings, £1,100; A. Newbold, Drawings, £800; Salaries, £2,200; Pro- 
fessional Fees, £Si 797 1 Furniture, £1,290 ; Investments, £2,500 ; Interest 
on Investments, £125 ; Telephone, £40 ; Cash at Bank, £2,350 ; Cash in 
hand, £20; Electric Light, £42; Printing and Stationery, £211 ; Drawing 
Materials, £270 ; Prints and Photos, £260 ; Miscellaneous Expenses, £9. 

Prepare final accounts for the year ended December 31, 19... The 
following adjustments are necessary : Apprenticeship Premiums were for 
five years ; four years to run from the commencement of the current year. 
Only three quarters’ rent charged, one quarter due. Stock of Stationei-y in 
hand = £130. {Incorporated Secretaries.) 

38 . The firm of M and N consisted, on June 30th, of two partners, sharing 
profits in the proportions of four-sevenths and three-sevenths respectively. 
The Balance Sheet at that date showed ; — 



£ 

Capital Account, M . . 

. . 8,000 

Capital Account, N . . 

6,000 

Creditors 

. . 7.S00 

Profits not drawn 

. . 1,400 


£22,900 


Land and Buildings .. .. 3,500 

Plant and Machinery . . . . 5,250 

Furniture and Fixtures . . 800 

Stocks and Stores . . . . 5,700 

Debtors 6,600 

Cash 1,050 


£22,900 


It is agreed to admit O into partnership on July ist, on payment of £2,100 
for goodwill, divisible between M and N in the proportions in which they 
provided capital and divided profits. O also brings in £4,000 capital. One- 
half the profits not drawn on June 30th are to be divided between M and N 
in their respective proportions, the balance to remain in the business and 
to be credited in the same proportions to M and N’s Capital Accounts. It is 
agreed that the Stock and Stores shall be reduced in value to £5,000, and 
that the reduction shall be charged to the Capital Accounts of M and N in 
the proportion of four -sevenths and three-sevenths, M, N, and O are to 
divide profits in proportion to their respective capital accounts as on July ist. 
Show the respective Capital Accounts of the three partners as at that date, 
and state the proportions in which they will divide profits. Set out the 
Balance Sheet of the new firm as at July ist. {Incorporated Accountants.) 

39 . O. Fitzgerald carried on business as a manufacturer of rubber heels 
and sundries. On January ist he agreed to admit C. Testout as a junior 
partner on the following terms ; — 

A Goodwill Account of £3,000 was to be opened, and a similar amount 
credited to Fitzgerald’s Capital Account. Fitzgerald was to draw £40 per 
month, and Testout £30 per month. No interest wa.s to be charged on 
drawings, but 5 % interest was to be allowed on capital. Testout was to 
pay in £3,000 in cash a? his capital. Testout was to be credited with a 
salary of £250. Profits were to be shared as to two-thirds to Fitzgerald and 
one-third to Testout. 
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On December 31st the undermentioned Trial Balance was extracted from 
the books of the firm : — 


TRIAL BALANCE, DECEMBER 31ST. 


O. Fitzgerald — 

Capital Account 

Drawings Account 

C. Testout — 

Capital Account . . 

Di swings Account 

Goodwill . . . , 

Partnership Salary 

Plant and Machineiy 

Loose Tools 

Sales 

Sales Returns . . 

Purchases 

Purchases Returns . . 

Machinery Repairs 

Stock (January 1st) 

Bad Debts 

Reserve for Bad Debts (January ist) . . 
Carriage Inwards . . 

Carriage Outwards 

OfRce Salaries 

Office Expenses 

Travellers’ Salaries and Commission . . 

Factory Power 

Bills Receivable 

Factory Wages 

Rent and Rates (Factory) 

Rent and Rates (Office) 

Factory Expenses 

Insurance (Factory) 

Insurance (Office) 

Discount Account 

Cash at Bank 

Bank Overdraft 

Sundry Creditors 

Sundry Debtors 

Office Furniture 

Motor Lorry 


£ £ 



9,000 

480 


3,000 

no 


3,000 


250 


2,840 


520 

27 ,sSo 

loS 


9,684 

313 

349 


3.S72 


221 

400 

462 


S24 


1,948 


362 


1,486 


1,642 


325 


4,894 


1,278 


163 


821 


248 


29 

84 

464 

4,000 

3,206 

9,862 


240 


1,400 


£47.382 

£ 47 > 5 S 2 


You are required to prepare a Factory Working Account and a Profit 
and Loss Account for the year ended December 31st, and a Balance Sheet 
as on that date. 

When preparing these accounts, the following matters must be taken into 
consideration : — (a) The following depreciations are to be written off : Plant 
and Machinety, 10 % ; Office Furniture, 5 % ; Motor Lorry, 20 % ; Loose 
Tools, IS %. (b) Sundry Loose Tools were made by the firm’s workmen, 
and Wages £92 and Purchases £28 are to be tiansferred from these accounts 
to Loose Tools Account before calculating the above depreciation, (c) The 
Stock in hand, as on December 2 1st, was valued at £4,092. (d) The Reserve 
for bad debts is to be made up to £500, (Royal Society Arts — Intermediate.) 
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40. A, B, and C were in partnership in a manufacturing and trading 
concern under the style of A B & Co., sharing profits and losses in the pro- 
portions of 8, 6, and i. Interest was to be at the rate of 6 % per annum on 
partners’ capitals and at the rate of s % per annum on Current Accounts. 

Drawings aie made quarterly by equal instalments on September 30th, 
December 31st, March 31st, and June 30th. The following is a summary 
of the Current Accounts of the several partners for the year ended 
June 30, 1925 

Balance (Cr.), June 30, 1924 

Profit and Interest for the year to June 30, 

1924, credited as on September 30, 1924 


Less Drawings 


as on June 30, 1925 : — 

TRIAL BALANCE, JUNE 
Capital, June 30, 1924 — 

A 

B 

C 

B, Capital withdrawn March 31, 1925 
Current Accounts June 30, 192S — 

A .. .. 

B 

C 

Machinery, June 30, 1924 7,09s 

Machinery, Additions since . . 

Investments 

Bud Debt Reserve, June 30, 1924 

Bad Debts 

Office Furniture 

Motor Lorry 

Rent, Factory 

Rent, Office 

Power, Factory 

Heating and Lighting, Factory 
Heating and Lighting, Office 
Expenses, Office and Factory 

Goodwill 

Interest on Investments 

Stock, June 30, 1924 15.797 

Sundry Debtors and Creditors 

Wages 

Machinery Repairs 

Discount 

Salaries and Commissions 

Purchases 39. 106 

Sales 

Cash at Bank 

Cash in hand . , 


A 


B 

C 


£ 


£ 

£ 


S40 


153 

no 


2,070 


1. 545 

252 


2,910 


1.698 

362 


2.500 


2,000 

300 


£410 Dr .£302 

£62 


from the 

books 

of the firm 

: 30, 1925. 



£ 

s. 

d. 

£ 3- 

d. 




25,000 0 

0 




20,000 0 

0 




4,000 0 

0 

1,000 

0 

0 






410 0 

0 

302 

0 

0 






62 0 

0 

7.09s 

10 

0 



300 

0 

0 



2,015 

0 

0 






250 0 

0 

263 

8 

6 



55° 

0 

0 



390 

0 

0 



1,200 

0 

0 



275 

0 

0 



Sio 

IS 

9 



73 

4 

2 



39 

5 

9 



473 

6 

6 



5.000 

0 

0 






100 0 

0 

15.797 

8 

6 



4.41 1 

X 

TO 

3.S7I 0 

0 

14.10S 

14 

0 



509 

10 

0 



330 

8 

8 



1,809 

5 

0 



39,106 

17 

3 






42.507 13 

2 

317 

7 

5 



25 

9 

10 




£95,900 13 2 £9,5,900 13 2 
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You are required to prepare Trading and Profit and Loss Accounts for 
^he year ended June 30, 1925, and a Balance Sheet as on that date In 
preparing these accounts adjustments are to be made in accordance with the 
following instructions: (a) The Stock valuation on Tune a o ioTe w.s 
£3^486 igs. 2d. (i) The Bad Debt Reserve is to be made up to £300 

(c) One-sixth of the Expenses is to be charged to the Office and the remainder 
to the Factory, (d) The following had accrued and were unpaid at June 30th : 
Wages, £224 13s. , Salmes, £134 S®. (c) Depreciation is to be charged 
as follows : Machinery, Old yj % ; New, 5 % : Furniture, 10 % ; Motor 
Lorry, one-third. {^Chartered Accountants.) /o . iv uior 

41 . A firm of resin manufacturers, A B and C D, trading together as 
equal partners, agree that in the event of the death of oAe of thf partners the 
survivor shall pay out the interest of the deceased partner and purchase his 
share, the purchase price to be the profits of the three preceding completed 

A B died on October ist The Stock at that date was valued at £1,800, 

completed years were as follows : 

£3.500, £2,100, and £1,823. 

f at date of death were extracted from the books 

of the firrn . A B, Capital Account, Amount at Credit, £2,000 ; CD, Capital 
Account, Ainount at Credit, £3,000 ; A B, Drawing Account, in Debii, £300 ; 
C D, Drawing Account, m Debit, £200 ; Salaries. £575 ; Rent and Mtes, 
£250 . Stock (January ist), £1,300; Wages, £1,200; Sales, £11.000; 
Purchases, £7,100; Returns, Outwards, £150; Sundry Debtors, £3,400 ; 
nffiop i : Petty Cash overdi awn, £10 ; 

’ Discounts Received, £220 ; Discounts 
Allmved, £250 ; Plant and Machinery, £1,750 ; General Expenses, £250. 

You are rec^ired to prepare the necessary accounts to produce to the 
executors of A B showing what is due to his estate. The Partnership Deed 
provided that the assets should be taken at their book value, (Incorporated 
Accountants.) ' ^ 



Chapter VIII 

CONSIGNMENT ACCOUNTS. JOINT VENTURE ACCOUNTS 
I. Consignment Accounts. 

A CONSIDERABLE part of the export and import trade of this country 
consists of goods sent on consignment to British agents by foreign 
manufacturers and exporters, or by British manufacturers and exporters 
to foreign agents. The book-keeping records of consignments are 
based upon ordinary double-entry methods, but special application 
of these methods is necessary, owing to the fact that the property in 
goods sent on consignment remains in the consignor or shipper until 
actual sale of the goods is effected. 

Definitions. — In book-keeping terminology, goods sent by a 
principal to his agent for sale on behalf of the principal are termed a 
consignment. They are Consignments Outwards from the point of view 
of the principal, and Consignments Inwards from the point of view of 
the agent. Consignments usually involve some element of speculation. 
The principal in these transactions is termed the consignor ; the agent 
is the consignee. Subject to any agreement between the parties, a 
consignee may pledge his principal’s goods, give valid receipts upon 
sale of them either for cash or on credit, and exercise a lien upon them 
for any unpaid commission or expenses incurred by him in connection 
with the goods. 

A consignee is remunerated for his services as agent by an agreed 
commission charged by him to his principal. This commission 
usually takes the form of a percentage on the gross proceeds of sale of 
the goods consigned. Where the consignee guarantees his principal 
against loss from bad debts, an additional commission, called a Del 
Credere Commission, is paid to him. In some cases, these two com- 
missions are merged into one percentage. 

The statement rendered by the consignee to the consignor, 
containing detailed particulars of the consignment, and detailed 
particulars of sales, expenses, and commission, and showing the net 
amount due to the consignor, is termed an Account Sales (A/S). A 
specimen Account Sales is shown on p. 349. 

It is usual for the principal to forward to the agent a formal invoice 
for the goods termed a Pro Forma Invoice. This is merely a memoran- 
dum for the guidance of the agent, giving a description of the goods-— 

246 
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weight, quantity, quality, shipping marks, etc.— and sometimes also 
stating a minimum or reserve selling price for the goods. 

The all-important point to note in connection with consignment 
accounts is that, upon shipment of the goods, no sale has taken place, 
and consequently no debtor exists. The consignee becomes a debtor only 
when he has sold the goods, either in whole or in part. Indeed, the 
consignee may never become a debtor at all, since, being an agent, he 
may return the goods to the consignor, if he fails to sell them. Hence 
the need for the special book-keeping methods employed. 

The records of outward consignments deal with the despatch of 
the goods, and the expenses connected therewith, such as packing, 
freight, insurance, etc. The accounts are closed by incorporating the 
information furnished by the Account Sales rendered by the consignee 
upon sale of the goods. Finally, therefore, the consignor’s books record 
a complete history of the consignment, viz. details of the consignment, 
the expenses incurred thereon both by consignor and consignee, the 
commission charged by the consignee, and the net proceeds of sale. 
The records of inward consignments show details of the goods, the 
sales effected and their proceeds, the expenses incurred, the commission 
charged, the net proceeds of sale, and the remittance or remittances 
made to the consignor. 

Where consignments are numerous, it is usual to keep a separate 
set of books for their service. These would consist of ; A Consign- 
ment Ledger, a Cash Book, and an Account Sales Book. Consignment 
Accounts have a good deal in common with Branch Accounts. 

It is a frequent practice for the consignor to draw a bill of exchange 
upon the consignee for a part of the value of the goods consigned, 
e.g. 75 per cent, of the value. The bill would be drawn at the time of 
shipment, and made payable at such a period after sight as will give the 
consignee time to dispose of the goods. The consignor may then attach 
the shipping documents to the bill and obtain an advance upon the 
bill from his banker {see Documentary Bill, p. 799). 

Consignments Outwards, — Consignor’s Books. — It has already 
been stated that goods sent on consignment remain the legal property 
of the consignor until sold. For this reason it is clear that he cannot 
debit their value to the personal account of the consignee. An account 
is, therefore, opened under the caption "Consignment to X’’ — the 
consignee’s name being inserted. This account is debited with the 
cost of the goods consigned. A second account, called " Consignments 
Outwards Account,” is credited with a like amount, and, at the close 
of a financial period, is finally closed by transfer to the consignor’s 
Trading Account. In cases where the goods are invoiced to the con- 
signee at a value above cost, it is essential that the profit thus anticipated 
shall not find its way to the Trading Account. As in the case of Branch 
Accounts, this is avoided either by (i) using two columns in the 
Consignments Outwards Journal (which contains details of all consign- 
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ments), for (a) cost price, and (b) invoice price, the cost price column 
only being posted, or, should this be impracticable, then (2) by elimi- 
nating the profit by debiting Consignments Outvrards Account, and 
crediting Consignment to X Account with the excess of the invoice price 
over cost price. An Adjustment Account, similar to that used in the 
case of Branch Accounts, may be employed, but its use is cumbersome, 
and is not recommended. 

Any expenses incurred by the consignor in despatching the goods, 
insuring them, etc., will be debited to the Consignment to X Account, 
Cash or the appropriate creditors’ accounts being credited. 

If a bill is drawn on the consignee at the time the goods are 
despatched, the personal account will be credited, and Bills Receivable 
Account debited. Any further entries will have to await receipt of 
the Account Sales from the Consignee. From the information con- 
tained in the Account Sales, the Consignment to X Account will be 
credited and the consignee debited with the gross proceeds realised 
by sale of the goods. The consignee will be credited and the Consign- 
ment to X Account will be debited with the expenses incurred and the 
commission charged by the consignee. 

Should the consignee remit by draft, he will be credited and 
Bills Receivable Account be debited. 

When all the goods have been sold, the Consignment to X Account 
is closed by transferring the balance (the net profit or net loss) to 
Profit and Loss Account. If the account is closed off before all the 
goods have been sold, the stock must first be inserted at cost price (or 
market price if lower, the local market price being taken) on the credit 
side, and brought down as a debit balance to the next financial period. 
When valuing stock, it is permissible to include any expenses incurred, 
such as freight, insurance, etc., in so far as they can be attributed to 
the portion unsold. As regards the consignor’s expenses, these will 
usually relate to the whole consignment, including those goods already 
sold, and a simple apportionment will be necessary. But, in dealing 
with the consignee’s expenses, all those relating solely to goods sold 
must be ignored when valuing stock, and that portion only relating 
to the goods unsold must be included. 

Where practicable, quantity accounts will be kept to check the 
stock unsold at any date. 

When preparing the Consignor's Balance Sheet, the important 
point to keep in view is that all unsold consignments must be treated 
strictly as stock, and so valued. 

Consignments Inwards. — Consignee’s Books. — The consignee 
makes no entry in his financial books on receipt of the goods, although 
he will no doubt need some descriptive memoranda of quantities 
received, etc. His one obligation is to account to the consignor for 
the proceeds of any sales effected, less expenses, disbursements, 
commission, etc. Thus the only additional account necessary is a 
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personal account for the consignor, which is credited with the proceeds 
of sales (cash, or debtors being debited) and debited with expenses 
and remittances (cash, creditors, or bills payable being credited). 
The consignee will calculate his commission (usually a percentage on 
gross sales) and will debit the consignor’s account therewith, crediting 
his own Profit and Loss (or Commission Earned) Account. 

From the following example, it will be seen that the effect of the 
system outlined above is to eliminate the cost of goods sent on consign- 
ment from the Trading Account and to credit Profit and Loss Account 
with the net proceeds of sale. 

Illustration . — Jacobs & Co. of Manchester consigned jo cases of goods 
to their agents, Denny & Co. of Durban, invoiced pro f 01 mil as of a value 
of £1,350 (being cost plus 25 %). Jacobs & Co, paid freight, insurance, 
etc., £45, and drew on Denny & Co. at go d/s for £1,000. They discounted 
the bill at a charge of £22. An Account Sales was received in due course 
from the consignees, showing gross proceeds of sale, £1,525. The A/S 
was accompanied by a draft for the balance after the following items had 
been deducted ; Commission, % -j- i % del credere ; landing and 
dock charges, storage, etc., £20. Show the records of these tiansactions 
as they would appear in the books both of consignors and consignees, and 
submit an Account Sales in the usual form. 


Account Sales 20 cases of goods received from Jacobs & Co., Manchester, 
per s.s. Colestown, sold by Denny & Co,, Durban. 
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JACOBS & CO.’S BOOKS. 

Consignment to Denny & Co., Durban. 

Db. Ch. 




£ 

s. 

d. 

19... 



£ 

s. 

To Goods on Consign- 





ByConsignee — Gross Pio- 




rnent Account 
,, Cash, Freight, In- 


1,250 

0 

0 


ceeds 

,, Goodson Consignment 


1,525 

0 

surance,ctc. .. .. 

,, Consignee's Account: 


45 

0 

0 


Account, adiustmeut 
of invoice price 


250 

0 

Landing Charges, etc. 


20 

0 

0 





Commission. . 


<)5 

6 

3 






Del Ciedcre, r % . . 


13 

5 

0 








1,425 

ri 

3 






,, Piofit and Loss Ac- 
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8 

















£ 

i,r ;5 

0 

0 



£ 

1.775 

0 


Denny & Co., Durban 

Dr. Cr. 





£ 

9 . 

d. 

19 - .. 



£ 

"1 

s. 

d. 


To Consignment Ac- 






By Bills Receivable 


X ,000 

0 

0 


count, Gross Proceeds 


1,525 

0 

0 


,, ConsignmentAccount 












Landing Charges, etc. | 


20 

0 

0 








Commission, 6 ^ % . . 


95 

6 

3 








Del Credere, i % . . 


15 

5 

0 








,, Bills Receivable 


394 

8 ; 

9 



£ 

1,523 

0 

0 



£ 

1 , 535 : 

0 

0 


Goods on Consignment Outwards. 


Dr. Cr. 


19... 



£ 

s. 

d. 

19... 

By ConsignmentAccount 


£ 

s. 

d. 

To Consignment Ac- 







1,250 

0 

0 


count (to reduce to 
cost) 


250 

0 

0 








,, Trading Account 


1,000 

0 

0 









£ 

1,250 

0 

0 



£ 

1,350 

0 

0 


Bills Receivable Account. 

Dr. Cr. 


19... 



£ 

1 

s. 

d 

19 -*. 1 



£ 

s. ! 

d. 

To Denny & Co. . . . . 


1,000 

0 

0 

B y Cash , . 


97S 

0 

0 







,, Discount on Bills Ac- 
count 


22 

0 

0 




£ 

1,000 

o' 

0 

1 


£ 

1,000 

0 

0 

ig*.. 












To Denny & Co, , . . . i 


394 

8 

9 
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DENNY & CO.’S BOOKS 

Jacobs & Co., Manchester, re Consignment Inwards ex s.s. Colestown. 

Dr. Cs. 


19.. 

To Cash Landing 



s. 

1 

19... 

By Sundries (Cash or 


£ 

s. 

d. 


Charges, etc. 


SO 

0 









,, Commission Account 


95 

6 

3 


Sales 






„ Del credere ComwiS’‘ 




■ 








sion Account , . , . 


15 

5 

m 








,, Bills Payable , . . , 


r,ooo 

0 

0 








,, Bills Payable . . . . 


394 

H 

9 









£ 

1.325 

0 

0 



£ 

1.525 

0 

0 


EXAMINATION QUESTIONS. 

1 . On June l, 1926, the Niger Coal Co., Ltd., consigned to Niger Sales, 
Ltd., in Illyria, 2,000 tons of coal invoiced at 20s. a ton. The pit cost of 
the coal and the rail freight (including wagon hire) to the port were 153. and 
4s. a ton respectively. 

On June 25 th an Account Sales was received from the Sales Company 
showing 1,000 tons sold at 32s. a ton ; Ocean freight paid, Ss. a ton ; Dock 
dues and demurrage, \ Insurance, £12; Brokerage, li % and Com- 
mission, 2J %. The consignees enclosed a bill for the proceeds, less expenses, 
and reported a shortage of weight of 40 tons on the whole consignment. 

Show the necessary accounts in the books of the Niger Coal Co., Ltd. 
{Chartered Accountants.) 

2 , Alexanders & Co., wool brokers, sell “ by order and on account and risk 
of” Pontifex & Rees, ex Bendigo at Australia, the following wool : — 


Marks, 

Lot. 

Dales, 

Gross Weight, 
c. qi. lb. 

c. 

Tare and Draft, 
qi. lb. 


89 

25 

89 2 4 

3 

2 0 at 3 S, 2 d. lb. 

J,^. 

go 

38 

lOI 3 2 

3 

2 15 at IS. iiid. lb. 


Set out the Account Sales in proper form. N.B. — The candidate is himself 
to specify the various charges likely to be deducted from the gross proceeds, 
and to allot purely nominal amounts for each item, showing finally the net 
proceeds, {Royal Society Arts.) 

3 . T. Russell, a colonial merchant with an oifice in London, is an agent 
for Messrs. Hall & Jones, of Christchurch, New Zealand, exporters of 
Canterbury lamb, etc. Included in the latter’s 19.. season’s shipments is a 
consignment of 7,000 carcases (2,500 lambs and 4,500 sheep) shipped per 
s.s. Achilles. Mr. Russell disposed of the whole of this consignment, obtaining 
orders as under at the prices stated : — 

1.500 Lambs, weighing 50,000 lb. at 7s. per stone of 8 lb. c.i.f. 

1.000 Lambs, weighing 34,000 lb. at 6s. pd. per stone of 8 lb. c.i.f. 

2.500 Sheep, weighing 140,000 ib. at 7d. per lb. ex store. 

2.000 Sheep, weighing 110,000 lb. at 6d. per lb. delivered. 

The charges paid in London in comiection with this consignment were 


as under : — 

£ s. d. 

Marine Insurance , 161 a 4 

Fire Insurance 2 10 1 

Storage Charges 78 1 9 

Port Rates . - 3 to o 

Cartage .. .. .. .. 9111 

Claims 49 4 
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Messrs. Hall & Jones drew a bill on their London agent at thirty days’ 
sight for £10,000, which was duly honoured at matuiity. Prepare an Account 
Sales of the consignment referred to, providing for London agent’s com- 
mission at the rate of i % on the gross proceeds. 

Record all the transactions in the books of the consignee, opening the 
necessary accounts. {Incorporated Accountants.) 

4 . A acts as del credere agent for B. In A’s books, which are made up 
to June 30, 19.., you find the following accounts : — 


Consignment Inwards Account. 


To B, 10,000 bales . . . . S.ooo 

„ Cash, Expenses of con- 
signment 150 

„ Commission, 8 % of 

£2,700 216 

„ Bad Debts incurred on 

Consignment Account 700 


£6,066 


By Sundry Debtors, s,ooo 


bales sold 2,700 

,, Balance 3,366 


£6,066 


To Cash — 5,000 

bales sold.. £2,700 
Less Expenses 
and Com- 
mission . . 850 


By Balance 

„ Consignment Account . . 


Transmitted . . 1,850 

„ Balance 3,396 


£5.246 


£ 

246 

5,000 


£5,246 


A asks how these accounts should be treated in his annual accounts, made 
up to June 30, 19.., What answer would you give, and what suggestions 
would you make ? {Chartered Accountants.) 

5 . On May i, tg.., A, of London, ships on consignment to B, of Cape 
Town, for sale by the latter upon A’s account, 50 cases of goods invoiced 
pro formd at £10 a case. A commission of 3 % is payable to B upon sales, 
and all charges are borne by the consignor. 

A pays freight and insurance in London amounting to £34, and draws 
upon B at three months’ sight for £300 against the shipment. 

B sells for cash 10 cases at £12 a case on July i, 19. ., 25 cases at £13 los. 
a case on July 15th, and the balance on July aSth at £13 a case, having 
accepted A’s draft on June i, ig... Pie forwards an Account Sales to A 
on July i6th, deducting the commission due and charges incurred, such 
charges amounting to £27 for landing, storage, etc., and remits a draft for 
the balance. 

You are required to prepare the Account Sales and to show how the 
transactions would appear in the consignor’s books. {Chartered Secretaries.) 
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II. Joint Ventures. 

Definition. — A joint adventure is a partnership limited to a 
particular trading operation or speculation. Such features of an 
ordinary partnership as firm-name, and continuity of business rela- 
tionship, are absent from a joint venture. The legal relationship 
between joint venturers has not yet been clearly defined, but Lord 
Eldon once said that “ a joint adventure is as proper a partnership as 
any other . ” Each adventurer contributes capital in agreed proportions , 
and shares the profit or loss from the adventure in agreed proportions. 
The close of the adventure terminates the partnership relationship. 

Joint adventures usually relate to the purchase and sale of goods, 
but they may, of course, be entered into for speculative purposes, e.g. 
dealing in stocks and shares, or exchange operations, underwriting, etc. 

Where Special Treatment is Necessary. — If a separate banking 
account is opened, and a separate set of books is kept for the venture, 
the book-keeping treatment is similar to that laid down for an ordinary 
partnership. If the venture is managed entirely by one of the 
adventurers at an agreed remuneration, as is often the case, the book- 
keeping is so simple as to need no demonstration. Only in cases where 
two or more of the joint adventurers conduct the business of the 
adventure independently, and no separate books are kept, is special 
book-keeping treatment required. 

Where no separate set of books is kept, each adventurer opens a 
“ Joint Venture with . . . Account,” which he treats as a personal 
account of the joint adventure, debiting it with any payments made or 
liabilities incurred by him on account of the venture, and crediting it 
with any receipts — exactly as he would were he dealing with a private 
person. When the venture is completed, each adventurer sends to the 
other a copy of the Joint Venture Account as it appears in his books. 
The final account of the completed joint venture is then prepared 
by combining the individual Joint Venture Accounts : and the profit 
or loss revealed thereby is divided in the agreed ratio between the 
adventurers. Each adventurer then debits his Joint Venture Account 
with his share of the profit, or credits it with his share of the loss, 
crediting or debiting his own Profit and Loss Account with a like 
amount. The resulting balance remaining on each venturer’s account 
indicates the amount due to or due from him. 

If interim accounts of the joint venture are prepared,^ any stock 
or other assets must be valued and carried down as debit balances 
on the individual Joint Venture Account of the partner holding the 
assets, and also on the combined Joint Venture Account. 

If interest is computed as between the joint venturers, the individual 
Joint Venture Accounts are treated in a similar manner to Accounts 
Current, interest on the items composing the accounts being debited 
or credited at the rate agreed. 
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In preparing the combined account of the joint venture, it is clear 
that the items will appear on the same debit or credit sides as in the 
individual accounts of the joint venturers, but that transactions between 
the venturers themselves will not appear, since these, of course, cancel- 
each other. 

Rules for Joint Venture Accounts. 

(a) Each venturer must open in his books a Joint Venture 
Account, and must treat it as a personal account, debiting all pay- 
ments, charges, interest, etc., and crediting all receipts and other 
credit items. 

(&) When the venture is concluded, each venturer must send 
a copy of his personal account to each of his co- venturers. 

(c) From the separate personal accounts, a combined Profit 
and Loss Account must be prepared showing the profit to be received, 
or the loss to be borne by each venturer. 

(d) The venturers from whom balances are due must remit those 
balances in cash to those venturers to whom they are due, thus 
closing the respective accounts of all the venturers. 

Illustration . — Black and White enter into a joint transaction in Govern- 
ment surplus stores. Black acquires a million yards of linen at 6d. per 
yatd on January r, 19.., and pays cash therefor (plus carriage). ,£25,040, 
It is agreed that he shall be allowed £100 per month for warehousing 
charges, office expenses, etc. White sends Black a bill for £10,000 dated 
January ist, at 1 month (without days of grace). White pays advertising 
expenses, £500, on February ist. Black discounts the bill on January ist, 
discounting charges (to be borne by the venture) being £35. Settlement 
is to be made every 3 months, until completiori of the venture. Interest, 
computed in months, is to be taken nt (>%. Profits or Losses are to be 
shared : Black, f,ths ; White, Jths. 

Sales were as follows : — 

3 months to March 3i8t : Black, zoo,ooo yards, £10,000. 

White, 300,000 yards, £16,875. 

Each party collected the cash for their own sales ; the due date of the 
receipts may he taken as March ist in each case. 

3 months to June 30th : Black, 150,000 yards, £6,562. 

White, 350,000 yards, £17,500, 

Due date in each case May ist. 

White charged sundry expenses in the 3 months to March 31st, £60, 
and for the 3 months to June 30th, £75. 

Stock is to be valued at 6d. per yard. 

Black purchased a Motor Delivery Van on February 1st, at a cost of 
£500, valued as on March 31st at £400. Black agreed to take this van over 
as on June 30th, at a valuation of £200. 

Note. — In the illustration, the accounts of the joint venture in the books 
of Black and of White are ruled off at March 31st a«id June 30th, to indicate 
the entries made in the accounts before and after the combined Joint Venture 
Account has been prepared. 
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13,275 o 

Profit : Black, 3/5ths .. 6,61911; 

V^Tiite, 2/51I1S .. .. 4 r 4 i 3 i| 
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EXAMINATION QUESTIONS. 

1 . Baker and Brown are partiieis in a joint venture in connection with a 
cargo of goods offered by Stone & Co., on the basis that Baker is to buy and 
sell, and for such services, icceive 5 % of the net profits, if any ; the remain- 
ing profits, or the loss, to be divided as to Baker -,‘ths and Brown "ths. The 
following are the transactions; 19... May ist. Bought from Stone & Co., 
Goods '’I’.Co, £60,000 ; May and. Brown handed to Baker, £5,000 ; May 4th, 
Paid Stone & Co., on account, £6,000 ; May 9th, Parker Bios., paid on account, 
£10,000 ; May loth. Sold Goods to Parker Bros., T.20, £25,000 ; May nth. 
Sold Goods to Rivers & Co., T.30, £33,000 ; Parker Bros, returned damaged 
goods, T.i, £1,250 ; May 15th, Sold Goods to Riveis & Co., T.9, £11,000 ; 
May 7.6th, Received from Paiker Bros., £13,750 ; May 27th, Paid Stone & 
Co., £12,000 ; May aSth, Sold for Cash, T.2, £750 ; Received from Rivers 
& Co., £44,000 ; May 30th, Paid Slone & Co., £42,000 ; Out of Pockets 
charged by Baker, £100 ; May 31st, Baker paid Brown balance due to him. 

Make the necessary entries in Baker’s books and prepare a general state- 
ment showing the result of the venture. {Institute Book-keepers.) 

2 . Black and White entered into partnership upon equal terms as to profits 
or losses of the venture, for the purpose of perfecting an invention with a 
view to its sale to a Syndicate. No interest was to be paid upon Partners’ 
Capital prior to division of results. Black contiibuted £300 and White £150 
to cover the cost of experiments. White giving his personal services without 
salary. 

Upon the completion of the necessary e.xperiments the purchases and 
expenses were found to have amounted to £478. Black then advanced a 
further £50, and White paid £22 for Patent fees, etc. 

The invention was sold by them to a Syndicate for £1,000 in cash, which 
was paid to them, and 1,000 fully paid shares ol £i each in the Syndicate, 
and tliese were duly allotted. 

Upon dissolving tlie partnership. White arranged to take over the stock 
of niatctials at an agioed valuation of £36, and undeitook to discharge out- 
standing liabilities (if any). Black consented to take over the £i,oqo fully 
paid shares at an agreed valuation of £50. 

Prepare the accounts necessary upon the dissolution of partnership. 
{Royal Society of Alts.) . 

3 . Mr. John Black and Mr. Edward I’hompson agree to import Swedish 
timber into this country. On May i, 19.., they open a Banking Account 
under the style of “ Black & Thompson ” for £2,400, towards which John 
Black contributes £1,400 and Edwaid Thompson £1,000, they dividing 
profits or losses pro rata to their cash contributions (say t^Bhs and Aths 
respectively). They remit to their agent in Sweden £i,Soo to pay for the 
timber purchased out there, and, later on, a further £100 in settlement of his 
account. The Freight, Insurance, and Dock Charges are all paid on this 
side, and, together, amount to £400. On December 31, 19. •, the various 
sales have realized £2,400 net, which enables them to lepay themselves (talung 
no account of interest) the cash respectively advanced by them on May i, 
19... The venture is then closed by John Black taking over the balance of 
timber unsold for £380, and for which he pays a cheque into the Banking 
Accourit. Plow much Cash Balance does this leave for final division by way 
of profit, and how is the same apportioned between John Black and Edward 
Thompson as theii lespective share of profit thus realized on the venture ? 
{Institute of Bankers,) 

4 . Brown and. Jones engage in a joint speculation in timber, the former 
being in Russia and the latter in England. A banking account in their joint 
names is opened on February 10, 19... Brown pays in £500 and Jones 
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£660. The following are the transactions: 19... February isth, Bought 
cargo m Riga from L. bMclherr valued £633, less discount at 5 %, £600 &. • 
Accepted &mdherr s draft at 3 m d £600 8s. ; February 17th, Paid expenses 
loading at Riga, £28 gs. 6d. ; Paid freight to Hull, £98 17s. od. : March 2trd 
Sold Robinson logs, £165 18s.; Received cash, leL al “/r/ieT 12s. Id ■ 
March 24th, Bought from M. Reimann for cash cargo of timber net /ott ■ 
April 29th, Paid shipping charges and freight, £313 ; April 24th, Sold m! 
Johnson deals, net jti337 > Received his acceptance at 2 months • 

May 17th, Sold J. James cargo purchased from Reimann, net Xi,26o • Re- 
ceived his acceptance at i month, £1,360 ; June 30th, Stock, balance of Sand- 
herr s cargo, valued at £311. On June 30th the speculation was closed by 
Jones taking over the stock at the agreed value of £311, less 10 %. Adjust 
the accounts as between the partners at June 30, 19.., allowing interest on 
the amounts deposited at 5 % . {Chartered Accountants.) 



Chapter IX 

JOINT STOCK COMPANIES 
Company Formation 

[Note. — The references are to the Companies Act, xgig, unless otherwise 
stated.] 

The trading records of Joint Stock * Companies, whatever the particular 
business carried on, are precisely the same as those of sole traders, or 
partners conducting similar businesses. Apart, however, from the 
usual commercial books of account, there are, in the case of companies, 
certain books and registers which need to be specially considered. 
Some of these books and registers are obligatory under statute, while 
others, as will be explained later, are convenient in use and save lime. 

Definition. — A Joint Stock (or Incorporated) Company consists 
of a body of persons united for certain definite purposes under royal 
or legislative sanction, in such manner that they form a corporate 
body, i.e. an entity recognised in law as a distinct legal personality 
capable of holding property in its own right, of incurring obligations, 
and of suing and being sued in its own name. Subject to its Memoran- 
dum and Articles of Association, a Limited Company has the same 
contractual powers as a firm or private person. 

Methods of Incorporation. — Companies may be incorporated 
in one of three ways, viz. by 

(a) Royal Charter. — This method is, nowadays, rarely adopted 
except in the case of companies formed for Colonial development. 
The East India Company (1600) and The Hudson’s Bay Company 
(1670) were incorporated under Royal Charter. A modern example 
is The British South Africa Company (1889). 

(i) Special Act of Parliament. — The Bank of England (1694) 
and such undertakings as the British Railways afford examples of 
this mode of incorporation. 

(c) Registration under “ The Companies Act, 1929.” — The vast 
majority of companies in existence to-day are controlled by this 
Act. The aggregate capital of the Companies registered under 
the Act exceeds ,£4,000,000,000.4 

* “ Stock ” had not formerly its present limited meaning. A joint stock 
company meant originally a paitnership in which all the members paid their 
funds to a common stock for the purpose of trade, as distinguished from 
“ regulated ” companies, trading with foreign parts, in which, subject to 
bye-laws, each member traded on his own account. 

t The first of the Company Acts of Parliament was passed in the year 
18^4. In iSs5, the principle of limiting the liability of the members of a 

z6o 
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Kinds of Joint Stock Companies. — There are three classes of 
Joint Stock Companies, viz. : — 

(a) Companies limited by Shares. 

\b) Companies limited by guarantee (with or without a share 
capital). 

(e) Companies the liability of whose members is unlimited (with 
or without a share capital). 

In class (6) the Memorandum of Association limits the liability 
of the members to the definite amount which each undertakes to 
contribute to the assets in the event of the liquidation of the company 
while he is a member, or within one year of his having ceased to be 
a member (S. a [3]). In class (c) no limit is attached to the liability 
of the members. Both these classes, {b) and (c), are quite unsuitable 
for commercial undertakings, and are so seldom met with that no 
further consideration will be given to them in this volume. It 
is with the formation and administration of companies limited by 
shares, class {a), that this and the succeeding chapters are concerned, 
for the vast majority of incorporated companies in existence to-day 
are so limited. 

Advantages of Registration. — Registration as a Company confers 
many advantages not possessed by a firm or sole trader. Registration 
facilitates the raising of fresh capital, increases financial resources, 
and so enhances credit, expedites extensions and amalgamations, 
and permits arrangements to be made for employees to acquire an 
interest in the business. The death or bankruptcy of members does 
not affect a company’s existence, neither does the transfer of its shares 
from one person to another. Doubtless, however, the most popular 
advantage is the limitation of the liability of the members with the 
ensuing protection of their personal estates. Briefly stated, no member 
of a company limited by shares can be called upon to contribute any 
sum beyond the nominal value of the shares he has agreed to take. 
When once he has paid the full nominal value of the shares for which 
he has subscribed, he is entirely relieved from any further claim to 
contribute towards the company’s liabilities. He may lose the capital 
he has invested should the company fail, but no matter how involved 

joint stock company incorporated by registration was introduced. The first 
great Company, Consolidation Act was passed in i86a. From that date up 
to the year igoS some sixteen amending Acts were passed. The provisions 
of those Acts, known as “ The Companies Acts, 1863-1908,” were, with 
additions and amendments, re-enacted in the great Consolidation Statute of 
1908. Three further amending Acts were passed which, with the Act of 190S, 
were Imown as ” The Companies Acts, 1908-1917.” In 1938, a fuither, and 
most important, amending Act was passed to bring Company Law into line 
with present day requirements. The whole of the Acts were then consolidated 
in The Companies Act, 1929. 
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in debt the company may become the amount of his subscription to 
the capital fund marks the limit of his liability.* 

Illustration . — On April ist, Rayon d’Or, Ltd., offered for public 
subscription 100,000 ordinary shares of £1 each, payable as to ss. per share 
on application, 5s. per share on allotment, and los. per share on May ist. 
On April 2nd, George Dickson sent in an application for too shares together 
with his cheque for £zs (Ss. per share application money). On April 5th, 
the 100 shares were allotted to him, and on the day following he forwarded 
a further ^25 (ss. per shaie allotment money). On May ist, he forwarded 
£50, being the final call of los. pci share. George Dickson’s liability on 
the dates mentioned was as follows : — 

April 5th. £75, i.e. £100 less £25 application money paid. 

April 6th, £50, i.e. £75 less £25 allotment money paid. 

May 1st. Nil, the balance of £50 having then been paid. 

However unfortunate the history of Rayon d’Or, Ltd., may subsequently 
prove to be, no further claim can be made against George Dickson, since 
he has paid for his 100 shares in full. 

The only events in v/hich the shareholders’ liability may become 
unlimited are : — 

(fl) If at any lime the number of members of a company is 
reduced, in the case of a private company, below two, or, in the 
case of any other company, below seven, and it carries on business 
for more than six months while the number is so reduced, every 
member of the company during the time that it so carries on business 
after those six months who is cognisant of the fact of the reduction 
in membership below two or seven as the case may be shall be 
severally liable for the payment of the whole debts of the company 
contracted during that time (S. 28). 

(b) Under Section 146, the liability of directors, managers, or 
managing directors may be unlimited if so provided by the memor- 
andum — a seldom-uscd provision. 

The idea, at one time prevalent, that registration as a limited 
company would adversely affect the credit of the undertaking has 
largely died out. There is no doubt that in earlier days dishonest 
people .converted their businesses into limited companies in order 
to escape their liabilities. Usually, the consideration money took 
the form of debentures, and the claims of unsecured creditors were 
thus defeated. In several cases, e.g. In re Hirth [1899] and In re 
Goldburg [1912], such schemes w'ere held to be fraudulent conversions, 
or acts of bankruptcy, and the practice was killed. Registration 
places information at the disposal of the public through the documents 
filed f at Somerset House, and a solvent business gains rather than 
loses the confidence of its creditors from the easy access to the filed 
documents. 

* The liability of the members of a limited company carrying on the 
business of banking, and issuing notes, is, in respect of the note issue, 
unlimited. 

1 The word “ filed ” is employed to mean “ delivered to the Registrar of 
Companies for registration.” 
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Company Contrasted with Firm.~It may be useful to set out 
in tabular form the main distinctions between a company limited by 


shares and a partnership. 

Partnership, 

(a) The partners in a firm are 
individuals acting together in part- 
nership as they may mutually agree 
amongst themselves, or, in the 
absence of .agreement, in accordance 
with the Partnership Act, 1890, 
or agreement may be implied by a 
course of dealing. If they so desire, 
partners may vary the terms of the 
Act in certain respects. The capital 
of a firm may be increased or 
decreased by agreement between the 
partners, or by trading gains or losses. 
A firm is not in England a separate 
entity, although in Scotland it is. 
The members of a partnership may 
not exceed tvventy in number, and 
if the business carried on be banking 
they may not exceed ten. 

(b) The liability of a partner 
(except a limited partner) is co- 
extensive with the whole of his 
property. Every partner in a firm 
is jointly liable with his co-partners 
(in Scotland severally also) for all 
the debts and obligations of the firm 
incurred while he is a partnep 
Judgment obtained against a firm is 
judgment against all the partners of 
the firm jointly. 

(c) All partners (except limited 
partners) can take part in the manage- 
ment of the business of the firm ; 
and all have access to its books. A 
partner can bind the lirm and_ his 
co-partners so long as he acts within 
the ordinary scope of the business, 
or within the special authority dele- 
gated to him by his co-partners. 
He is an agent of the firm and his 
co-partners for the purposes of the 
business of the partnership. A limited 
partner, however, can only “ advis^ 
for, if he takes any part in the 
management of the business, he 
becomes liable as a general partner. 


Limited Company. 

{a) A company is a legal entity 
in itself, distinct from the members 
who hold shares in it. It is governed 
by the Act of 1939, which it cannot 
override. Its powers are determined 
by its 'Memorandum of Association, 
and can be altered only by sanction 
of the Court. Its capital is fixed by 
its Memorandum and cannot be 
altered except under the powers 
conferred by Statute. There is no 
limit to the number of shareholders 
(except in private companies), but 
the statutory minimum number of 
shareholders must be maintained, 
i.e. seven in a public and two in a 
private company. 


(6) The liability of a shareholder 
is limited to the amount which he 
has agreed to contribute to the 
capital of the company, and when 
he h<as paid that amount to the 
company, no further liability attaches 
to him. Judgment obtained against 
a company is not judgment against 
the shareholders individually, but 
against the company in its corporate 
capacity. 

(c) A shareholder has no _ power 
to bind the company, or to bind his 
co-shareholders ; nor has he any 
right to take part in the management 
of the company, or to inspect its 
books, except as may be allowed by 
the Articles. The conduct of a 
company’s business devolves upon 
the Directors. The acts of the 
Directors are governed by the 
Articles of the company, and these 
cannot be altered except by special 
resolution passed by the share- 
holders in general meeting. A share- 
holder’s influence is confined to his 
vote on the occasion of ordinary or 
extraordinary general meetings con- 
vened by the Directois, or in certain 
cases provided by Statute, by the 
members themselves, if the directors 
default in calling such meetings. 
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(d) A partner cannot, except by- 
agreement -with his oo-partnera, sub- 
sUtute another partner for himself. 
A limited partner, however, cannot 
prevent a general partner Irom 
transferring his share. The death, 
bankruptcy, or retirement of a 
partner (where these events do not 
result in the -winding-up of the 
partnership), or the bringing in of a 
new parti-ier, has the effeet of creating 
a new firrn. 

(e) It is not obligatory on a firm 
to appoint auditors or to hold 
meetings. 

(/) Partners can make any agree- 
ment they choose, and can vary the 
terms of the partnership when and 
as they please. 


(g) There is no Statutory provision 
requiring a partnership to keep books 
of account, although it is practically 
essential, and the failure to keep books 
may be an offence if the firm becomes 
banlu'upt. 

(h) A partnership can be brought 
to an end by agreement at any time. 


{d) A shareholder can transfer his 
shares as he pleases, subject to the 
Articles of Association, which, in 
the case of a private coi-npany, 
must restrict transfers. No matter 
what changes may occur in the 
personnel of the shareholders of a 
company, the corporation rei-nains 
the same entity. 


(e) A limited company must an- 
nually appoint auditors, and must 
hold certain meetings. 

(/) Companies are bound by their 
Memorandum and Articles, and 
though the latter may be varied 
there are some things not allowed, 
e.g. the company may not buy its 
own shares. 

(g) A limited company must keep 
proper books of account, and prepare 
a Profit and Loss (or Income and 
Expenditure) Account and Balance 
Sheet every year. Severe penalties 
attach to default in this respect. 

(/i) A limited company can only 
be brought to an end by being struck 
off the Register by order of the Court 
or where it has ceased to function, 
or by being wound up by the Statutory 
Process. 


Statutory (or Parliamentary) Company. — These companies are 
quite distinct from Joint Stock Companies incorporated under the 
Act of 1929. They are incorporated by Acts of Parliament specially 
passed for the regulation of certain classes of enterprises, the majority 
of which are formed for the purpose of undertaking work of a public 
character, e.g. Railway, Gas, Water, Dock and Harbour Works. They 
are not required to add the word “ Limited ” to their names, and are 
not bound to permit inspection of their share registers as other Joint 
Stock Companies are. But they must keep open for inspection without 
charge a Shareholders’ Address Book. Table A does not apply to 
these companies, which are governed by the somewhat antiquated 
regulations contained in the various Companies Clauses Consolidation 
Acts, 1845-1889, so far as the special acts of the undertakings do not 
exclude or modify them. 

Forming a Company.— Any seven or more persons may combine 
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to form and register a public company ; any two or more may form 
and register a private company. 

No partnership of more than ten persons shall be formed to carry 
on the business of banking unless it is incorporated (S. 358) ; and no 
partnership of more than twenty persons shall be formed for carrying 
on any other business that has for its object the acquisition of gain 
unless it is incorporated, or is a company engaged in worldng mines 
within the Stannaries [mines in Devon and Cornwall], and subject 
to the jurisdiction of the court exercising the Stannaries jurisdiction 
(S. 3 S 7 )- 

If a company continues to trade after its membership has fallen 
below seven in the case of a public company and two in the case of a 
private company, penalties attach to the remaining members and 
the company may be wound up (S. 168 [4]). 

Usual Procedure in Formation of Company —The usual steps in 
the formation of a public company limited by shares are to prepare : — 

(i) The Memorandum of Association, and the Articles of Associa- 
tion. (3) The preliminary contracts. (3) A statement of the nominal 
capital. (4) A list of the persons who have consented to act as 
directors. (5) Where the directors are appointed by the Articles 
they must, either personally or by an agent authorised in writing, 
sign and file (a) a written consent to act as directors, and (b) if they 
have not signed the Memorandum for their qualification shares they 
must sign a contract to take and pay for the necessary shares (S. 140). 
f6) The statutory declaration that all the requirements of the Act 
have been complied with. 

All the above documents must be duly signed and stamped and 
lodged with the Registrar of Joint Stock Companies, who, if satisfied 
that everything is in order, issues, on the second official day after the 
fees and duties are paid, a certificate that the company is incorporated 
and is limited. From the date of incorporation mentioned in the 
certificate, the subscribers to the Memorandum, and all other persons 
who may from time to time become members of the company, are 
a body corporate having perpetual succession and a common seal 
but with such liability to contribute to the assets of the company in 
the event of its being wound up as is mentioned in the Act (S. 13). 
The company has also power to hold lands (S. 14). 

The next step is to obtain the necessary capital. This is effected 
by the preparation and issue of a Prospectus, containing such particulars 
as are required by the Act, inviting the public to subscribe for the 
whole of the company’s share capital or debentures, or part thereof. 
The prospectus cannot be issued until a copy signed by each Director 
or proposed Director named therein has been duly filed with the 
Registrar.* 

* In order to save time, the prospectus is sometimes registered prior to 
incorporation. 
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Should the issue prove successful, i.e. should (a) the amount 
stated in the Prospectus as the minimum subscription upon which the 
directors may proceed to allotment be taken up by the public, and {b) 
the amouirt payable on application on each share, which must not be 
less than 5 % of the nominal value of each share, has been paid to and 
received by the company, then the directors may proceed to allotment 
(S.39). 

A public company which does not issue a prospectus, or which has 
issued a prospectus but has not proceeded to allot any of the shares 
offered to the public for subscription, must at least three days before 
the first allotment of any of its shares or debentures file with the 
Registrar a Statement in Lieu of Prospectus signed by every director or 
proposed director of the company in the form and containing the 
particulars set out in the Fifth Schedule to the Act (S. 40). 

The company having been duly incorporated and the required 
capital having been subscribed by the public, a statutory declaration 
must be filed that {a) the minimum subscription * has been allotted, 
and that {b) every director has paid to the company in cash the same 
proportion per share on the shares taken or contracted to be taken 
by him for cash as is payable by the public per share on application 
and allotment, or in the case of a public company not issuing a Pros- 
pectus on the shares payable in cash. Thereupon, the Registrar 
shall certify that the company is entitled to commence business and 
the certificate shall be conclusive evidence of the fact (S. 94). 

A public company may simultaneously issue both shares and deben- 
tures, The provisions as to minimum subscription apply only to a 
first allotment of shares offered to the public for subscription and not 
at all to a debenture issue. But in the case of a second or subsequent 
offer of shares, the amount offered for subscription on each previous 
allotment made within the two preceding years, and the amount actually 
allotted, and the amount, if any, paid on the shares so allotted must be 
staled in the prospectus (Fourth Schedule, Part 1 , 6). 

Public Company. — There is no statutory definition of a public 
company, but it may be assumed that, in a legal sense, any company 
which invites public subscription of its shares is a public company,! 
and, for the purposes of the Act, every company which does not satisfy 
the requirements of a private company is a public company. Although 
only seven members are necessary to form a public company, the 
number of members may be increased to any extent, so long as the 
total amount of the shares issued by a company does not exceed 

* The statutory declaration filed by a company which has filed a statement 
in lieu of prospectus does not refer to " minimum subscription.” which applies 
only to companies issuing a prospectus. 

t Before 1907 every limited company was technically a public company, 
and there was no difference as regards legal requirements, though the expre.s- 
sion “ private company ” was in use for a company which made no appeal 
to the public for capital. 
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the total capital which it is authorised to issue by its Memorandum of 
Association. 

Private Company. — Section 26 defines a private company as one 
which by its Articles of Association : — 

(a) Restricts the right to transfer its shares ; and 

(b) Limits the number of its members to fifty, not including 
persons who are in the employment of the company and persons 
who, having been formerly in the employ’ment of the company, 
were while in such employnrent, and have co 7 iiinued after the deter- 
mination of that employment to be, members of the company; and 

((t) Prohibits any invitation to the public to subscribe for any 
shares or debentures of the company. 

The documents required on registration of a private company 
are : (i) Memorandum, (2) Articles, (3) Statement of Nominal 
Capital, (4) Statutory Declaration. 

Every private company must send with the annual return required 
to be filed under S . 1 1 o, a certificate signed by a director or the secretary 
that the company has not, since the date of the last return, or in the 
case of a first return since the date of incorporation, issued any invitation 
to the public to subscribe for any shares or debentures of the company; 
and, zvhere the return of members discloses the fact that the number of 
members of the company exceeds fifty, also a certificate to certify that 
such excess consists wholly of persons who are to be excluded in 
reckoning the number of fifty (S. in). 

Two persons suffice to form a private company in place of the 
seven required for a public company. If a private company alters its 
Articles so that they no longer include the provisions which constitute 
it a private company, it immediately ceases to be a private company, 
and must file a prospectus or a statement in lieu of prospectus within 
fourteen' days of the alteration. (The form of statement in lieu is set 
out in the Third Schedule.) If a private company fails to comply 
with the provisions of its Articles of Association which confer upon it 
the privileges of a private company it ceases to be entitled to the 
exceptions granted by the Act though, where the failure was inadvertent, 
the Court has power to relieve the company from its consequences 

(S. 27). 

Joint holders of shares in a private company count as one person 

^^■ 2 ^ 2 ]). . . . , 

Private companies prove increasingly popular, especially in con- 
nection with “ family " businesses. By registering such a business as 
a company, the owner can enjoy the advantages of a partnership 
without its attendant risks of unlimited liability. He can admit his 
employees to a share in the business, and can divide his capital amongst 
the members of his family without disturbing the financial arrange- 
ments of the business, or burdening the beneficiaries with unlimited 
liability. 
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A private company enjoys certain advantages and exemptions that 
a public company does not enjoy. It is exempt from the obligation 
to file a prospectus or a statement in lieu of a prospectus (S. 40), 
or the annual balance sheet (S. no), or the form of consent to act on 
behalf of the directors (S. 140). It is under no obligation to fix a 
minimum subscription, and it can commence business and exercise 
any borrowing powers immediately on registration (S. 94). A private 
company need not hold a statutory meeting or file or circulate the 
statutory report that a public company must file and circulate (S. 113). 

A private company is exempt from the provision that every company 
registered after 31st October, 1929, must have at least two directors 
(S. 139). Unless its Articles so provide, a private company need not 
circulate to its members a copy of its balance sheet, but any member is 
entitled to be furnished, within seven days after he has made a request 
in that behalf to the company, with a copy of the balance sheet and 
auditor’s report at a charge not exceeding sixpence for every hundred 
words (S. 130). 

One Man Company. — The capital of a private company is fre- 
quently held almost entirely by one man, the other signatory to the 
Memorandum of Association required to make up the statutory 
number, or more signatories if there be more, being merely his nominee 
or nominees. Hence the term “ One Man Company.” This term 
has, however, no legal significance. The legal designation is “ Private 
Company.” The suspicion which in earlier days attached to the 
term “ One Man Company ” has to a large extent been lived down. 

Memorandum of Association. — This is a company’s charter of 
incorporation. It sets forth the conditions on which the company 
exists and defines its objects. All acts exceeding the powers taken 
in the Memorandum are ultra vires the company, i.e. beyond its powers, 
and are consequently null and void. 

The Memorandum of a company limited by shares must state : — 

(a) The name of the company with " Limited ” as the last word 
in its name. 

{b) Whether the registered office of the company is to be situate 
in England or in Scotland. 

(c) The objects of the company. 

(d) That the liability of the members is limited. 

(e) The amount of share capital with which the company pro- 
poses to be registered, and the division thereof into shares of a 
fixed amount. 

No subscriber to the Memorandum, i.e. the seven or the two signa- 
tories, may take less than one share, and each subscriber must write 
opposite to his name the number of shares he takes (S. 2). The 
Memorandum must be stamped as a deed, and be signed by each 
subscriber in the presence of at least one witness who must attest 
the signature (S. 3). 
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Name of Company . — A company may not be registered by a name 
identical with the name of a company already registered, or so nearly 
resembling that name as to be calculated to deceive, except where the 
company in pistence is in the course of being dissolved and signifies 
its consent in such manner as the Registrar requires. The words 
“ Chamber of Commerce ” may only be used as part of the name of a 
company registered under a licence from the Board of Trade to dispense 
with the word “Limited.” The words “Building Society” are 
forbidden. Such words as “ Royal,” “ Imperial,” “ Municipal,” 
“ Chartered,” “ Co-operative,” etc., may not form part of the name 
without the consent of the Board of Trade (S.17). The words “ Red 
Cross ” cannot be used without the authority of the Army Council. 
Certain other words are also protected by various Acts. The name 
of an existing firm cannot be taken if the public will be misled. 

Any company may, by passing and registering a special resolution 
with the written approval of the Board of Trade thereto, change its 
name (S. 19 [i]). If, however, the name originally registered is so 
nearly like that of an existing business name as to be calculated to 
deceive, only the consent of the Registrar is necessary (S. 19 [2]). A 
new certificate of Incorporation is issued upon any change of name 
taking place. 

A company must paint or affix its name in letters easily legible 
on the outside of every office or place where it carries on business ; 
have its name engraven in legible characters on its seal ; mention its 
name in legible characters in all notices, advertisements, and official 
publications of the company, and in all bills of exchange, promissory 
notes, endorsements, cheques, etc., and in all invoices and receipts (S.93). 

The abbreviation “ Ld.” or “ Ltd.” appears to be legal, but not 
in the Memorandum itself, where the word must be spelt in full. 
The word “ Limited ” may be dispensed with where it is proved to 
the satisfaction of the Board of Trade that the company is to be formed 
for promoting commerce, art, science, religion, charity or any other 
useful object, and intends to apply its profits or other income in pro- 
moting its objects, and to prohibit the payment of any dividend to its 
members, and the Board of Trade has issued a permissive licence (S. 18). 

Registered Office . — The Memorandum states the part of Great 
Britain (England or Scotland) where the registered office is situate. 
By S. 92, every company must, as from the day on which it begins to 
carry on business or as from the twenty-eighth day after the date of its 
incorporation, whichever is earlier, have a registered office to which all 
communications and notices may be addressed, and notice of the situa- 
tion of the registered office or any change therein must be given within 
twenty-eight days after the date of incorporation or of any change 
to the Registrar of Companies who must record it. The registered 
office of a company is its official residence where writs may be properly 
served. 
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Objects of the Company . — The objects of a company must be legal, 
i.e. they must not be contrary to public policy or forbidden by Statute. 
A company cannot legally undertake any business other than that 
which by its objects clause it takes power to transact. The objects 
clause .Cannot be altered except by special resolution confirmed by the 
Court, and then only to enable it (a) to carry on its business more 
economically or efficiently ; (6) to attain its main purpose by new or 
improved means ; (c) to enlarge or change the local area of its opera- 
tions ; (d) to carry on some business that may conveniently or advan- 
tageously be combined with its existing business ; (e) to restrict or 
abandon any of its objects ; (/) to sell or dispose of the whole or any part 
of its undertaking ; (g) to amalgamate with any other company or body 
of persons (S. 5). In order to avoid the irksome and expensive pro- 
cedure required for alteration of the objects clause, it is usual to make 
this clause as wide as possible, so as to cover all the business that a 
company is likely to undertake. It is anomalous that, on an alteration 
under S. 5, an amended copy of the Memorandum must be printed 
for filing, although the original may be hand-written or typed. 

Share Capital . — ^The amount of capital which a company takes 
power in its Memorandum to issue is Icnown as its nominal, registered, 
or authorised capital. If so authorised by its Articles originally, or 
as altered for the purpose by special resolution, a company may 
{a) increase its capital ; {b) consolidate and divide all or any of its 
share capital into shares of larger amount ; (c) convert its paid-up 
shares into stock and re-convert that stock into paid-up shares of 
any denomination ; {d) sub-divide its shares or any of them into 
shares of smaller amount; (e) cancel shares that have not been taken 
up or agreed to be taken up, and so diminish its capital by the amount 
of the cancelled shares (S. 50). The powers conferred by S. 50 must 
be exercised by the company in general meeting (S. 50 [2]). Usually 
a company takes power in its Articles to do all of these things. 

If so authorised by its Articles originally, or as altered by speaial 
resolution for the purpose, a company may by special resolution after 
confirmation by the Court reduce its share capital in any way, and in 
particular by (a) extinguishing or reducing the liability on any of its 
shares in respect of share capital not paid up ; (6) with or without 
extinguishing or reducing liability on any of its shares, cancel paid-up 
share capital which is lost or unrepresented by available assets ; 
(c) with or without extinguishing or reducing liability on any of its 
shares, pay off any paid-up share capital which is in excess of the 
company’s wants (S. 55). A special resolution under S. 55 is called 
“ a resolution for reducing share capital.” But a cancellation of shares 
under S. 50 is not deemed to be such a resolution (S. 50 [3]). 

Variation of Shareholders’ Rights. — If the Memorandum or 
Articles contain provisions for varying the rights of any class of share- 
holders subject to the consent of any specified proportion of the holders 
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of the issued shares of that class or the sanction of a resoJution passed 
at a separate meeting of the holders of those shares, and at any time 
the rights are so varied, the holders of not less in the aggregate than 
fifteen per cent, of the issued shares of that class, being persons who did 
not consent or vote in favour of the resolution for the variation, may 
apply to the Court to have the variation cancelled. The variation cannot 
then take effect until confirmed by the Court, which will examine the 
circumstances and may disallow the variation if it thinks it would 
unfairly prejudice the shareholders of the class. A copy of the order 
of the Court must be filed within fifteen days (S. 61). 

A company may by special resolution determine that any specified 
portion of its share capital not called up shall not be capable of being 
called up except in the event and for the purpose of the company 
being wound up (S. 49). 

Redeemable Preference Shares and the issue of shares at a discount 
are dealt with at pp. 301 and 303. 

Articles of Association. — ^These compiise the rules and bye- 
laws which regulate the internal government of a company and its 
members. Table A, contained in the First Schedule to the Act of 
1929, is a model set of 107 Articles. A company may adopt that table 
wholly ; or adopt it to the extent that it satisfies its requirements, 
framing special articles to meet special needs ; or draw up and register 
its own special set of articles. But no modified or special article may 
contravene the general law, or conflict with the provisions of the 
Companies Act. If no special Articles are filed, the Memorandum 
must be indoi'sed “ Registered without Articles,” and in that case every' 
member of the company is bound by Table A. 

A private company must have articles, since its regulations must 
include restrictions and prohibitions which are not contained in Table A. 

It is worthy of note that, under S. 6, every unlimited and every 
guarantee company (with or without a share capital) must file articles. 

The Articles and the Memorandum when registered bind the 
company in its dealings with members, and each member in dealing 
with the company or with fellow members, just as if each member had 
covenanted to be bound by them, but they do not bind the company or 
its members to non-members of the company. 

Every person dealing with a company is deemed to have had notice 
of the contents of its Articles and Memorandum, since these are 
registered and available for perusal. 

Provided that the acts of a company are within the powers of its 
Memorandum and Articles, a non-member is entitled to assume in 
his dealings with the company that the directors have been properly 
appointed and have acted regularly, unless he has had notice actual or 
constructive to the contrary. 

The Articles may be read in order to explain any ambiguity in the 
Memorandum, or to supplement the Memorandum with regard to 
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points on which that document is silent. Memorandum and Articles 
are within these limits construed together. Where they are incon- 
sistent the Memorandum prevails. 

Articles must (a) be printed, (6) divided into consecutively num- 
bered paragraphs, (c) stamped as a deed, (d) signed by each sub- 
scriber of the Memorandum in the presence of at least one witness 
who must attest the signature (S. 9). 

Subject to the provisions of its Memorandum, a company may by 
special resolution alter or add to its articles, provided the alterations 
or additions do not contravene the provisions of the Act (S. 10), or 
the general law, or entail a breach of contract, and are made bona fide, 
and for the benefit of the company as a whole. 

A private company must file Articles of Association comprised 
in which must be clauses {a) restricting the right to transfer its shares, 
{h) limiting the number of members exclusive of employees and 
ex-employees to fifty, (c) prohibiting invitation to the public to subscribe 
for its shares or debentures. A private company may not issue share 
warrants, for such an issue would defeat the restriction upon the transfer 
of shares. 

A company’s Articles d&ai, inter alia, With, such matters as (i) Defini- 
tion of terms. (2) Exclusions or modifications of Articles in Table A, 

( 3 ) Regulations as to capital. (4) Payment of underwriting commission . 
(s) Borrowing powers. (6) Regulations as to the issue of shares; 
lien on shares; calls on shares; transfer and transmission of shares; 
forfeiture of shares; conversion of shares into stock; issue of share 
warrants; rights of the holders of different classes of shares; alterations 
of share capital. (7) General meetings and the proceedings thereat. 
(8) Voting powers of members. (9) The number, remuneration, 
qualification, and powers and duties of Directors. (10) AfBxing 
the company’s seal, (ii) The disqualification, rotation, and proceed- 
ings of Directors. (12) The declaration and payment of dividends, 
and the provision of reserves. (13) The preparation of the com- 
pany’s accounts. (14) Audit of the company’s books. (15) Issue of 
notices by the company. 

A company is bound to send to every member on his request a 
copy of its Memorandum and Articles at a charge not exceeding one 
shilling, and a copy of any Act of Parliament which alters the memor- 
andum at a charge not exceeding the published price of that Act (S. 23). 

Prospectus. — The issue of prospectuses is governed by SS. 34 
and 35 of the Act. The expression “ Prospectus ” means any pros- 
pectus, notice, circular, advertisement, or other invitation, offering 
to the public for subscription or purchase any shares or debentures 
of a company (S. 380). The common form of these documents, 
though somewhat abbreviated, is amply illustrated in the public Press 
and need not be set out here. Their object, of course, is to induce 
the public to take shares or debentures. 
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Considerable responsibility attaches to those who authorise the 
issue of a prospectus. Misrepresentation in a prospectus of material 
matters of fact, or misrepresentation by the omission of material 
facts, whether fraudulent or innocent, entitles a shareholder who applies 
for shares on the faith of the prospectus to bring an action against 
the company for rescission of his contract to take the shares, and for 
interest on the amount paid for them, at (as in Karberg’s case, 1892) 
4% per annum. But he must act within reasonable time, and before 
winding-up proceedings have begun, and do nothing that can be 
construed as an adoption of the contract (e.g. attempt to sell the shares) 
or the right to rescission is gone. 

In addition, he may bring an action against every director, pro- 
moter, and other person, who has authorised the issue of the pros- 
pectus for loss or damage sustained by reason of any untrue statement 
on a material matter contained therein. Such action may be brought 
under the common law, or under S. 37 of the Act, and after liquidation 
proceedings have commenced as well as before. But the action will 
fail if the persons sought to be charged can show that (a) they had 
reasonable grounds for believing that the statements made were 
true, or (b) that they withdrew their consent to become directors 
before the issue of the prospectus, and that it was issued without their 
authority or consent, or (c) that it was issued without their Icnowledge 
or consent and they gave public notice of this, or (^d) that, having 
become aware of the untrue statement after issue of the prospectus and 
before allotment, they then withdrew their consent, and gave reasonable 
public notice of the withdrawal and the reason therefor. 

The measure of damages is usually the difference between the true 
value of the shares at the time of allotment and the price paid for them ; 
and this, at the highest, may be the full nominal value of the shares. 

Usually, the rights of rescission, and of action for damages at common 
law, or for compensation under S, 37, are capable of exercise by original 
allottees only. 

It should hardly be necessary to remind the professional student 
that if the prospectus contains an accountant’s report, the report should 
be based upon facts and not upon estimates. 

Statutory Requirements . — The following statutory requirements 
must be fulfilled : — 

{a) Every prospectus must bear a date, and unless the contrary 
be proved, that date is taken to be the date of publication. 

(h) A copy must be signed by every person named therein as 
a director or proposed director and filed with the registrar on or 
before the date of its publication, and a statement that a copy has 
been duly filed must appear on the face of the prospectus. 

(c) Except when the prospectus is published as a newspaper 
advertisement, it must state the contents of the Memorandum, 
the names, descriptions, and addresses of the signatories, and the 

19 
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number of shares subscribed for by them respectively. It must 
also state the number of founders or management or deferred shares, 
if any, and the nature and extent of the interest of the holders in 
the property and profits of the company. 

(d) It must state the names, descriptions, and addresses of the 
directors or the proposed directors, the number of shares, if any, 
fixed by the articles as the qualification of a director, and any pro- 
visions in the articles as to the remuneration of directors. 

(e) The minimum subscription (i.e. the minimum amount which, 
in the opinion of the directors, must be raised by the issue of shares 
to the public in order to provide the sums, or, if any part thereof is 
to be defrayed in any other manner, the balance of the sums, required 
to be provided in respect of each of the following matters : 

(i) The purchase price of any property purchased or to be 

purchased which is to be defrayed in whole or in part out 
of the proceeds of the issue; 

(ii) Any preliminary expenses payable by the company, and any 

commission so payable to any person in consideration of 
his agreeing to subscribe for, or of his procuring or agreeing 
to procure subscriptions for, any shares in the company ; 

(iii) The repayment of any monej's borrowed by the company in 

respect of (i) or (ii) ; and 

(iv) Working capital) 

on which the directors may proceed to allotment ; the amounts to 
be provided in respect of the matters stated above, otherwise than 
out of the proceeds of the issue and the sources out of which those 
amounts are to be provided ; and the amount payable on application 
and allotment on each share. 

(/) In the case of a second or subsequent offer of shares, the 
amount offered for subscription on each previous allotment made 
within the two preceding years, the amount actually allotted, and 
the amount, if any, paid on the shares so allotted; and the number 
and amount of shares and debentures which within the two preceding 
years have been issued or agreed to be issued as fully or partly 
paid up otherwise than in cash, and in the latter case the extent to 
which they are paid up, and in either case the consideration for which 
they have been issued or are proposed to be issued. 

(g) The names and addresses of the vendors of any property 
purchased or acquired or proposed to be purchased or acquired by 
the company and to be paid for wholly or partly out of the proceeds 
of the issue for which subscription is invited by the prospectus, 
and the amount payable in cash, shares, or debentures to the vendor, 
and where there is more than one separate vendor or the company 
is a sub-purchaser the amount so payable to each vendor, and, 
separately stated, the amount (if any) payable for goodwill in respect 
of such property. 
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(ft) The amount paid within the two preceding years, or payable, 
as underwriting or other commission for subscribing or procuring 
subscriptions for shares or debentures in the company, or the rate 
of any such commission. (Sub-underwriting commission need 
not be stated.) 

(f) The amount or estimated amount of the preliminary expenses. 

(j) The amount paid within the two preceding years or to be 
paid to any promoter and the consideration for such payment. 

(ft) The dates of and parties to every material contract together 
with reasonable time when and place at which a copy thereof may 
be inspected, except in the case of contracts entered into in the 
ordinary course of the company’s business, or more than two years 
before the date of the issue of the prospectus. 

(l) The names and addresses of the auditors (if any). 

(m) Full particulars of the nature and extent of the interest (if 
any) of every director in the promotion of, or in the property pro- 
posed to be acquired by, the company, together with a statement of 
all sums paid or agreed to be paid to him in cash or shares or other- 
wise by any person either to induce him to become, or to qualify 
him as a director, or otherwise for seiwices rendered by him in 
connexion with the promotion or formation of the company. (If 
the interest of the director consists in being a partner in a firm, 
the interest of the firm must be stated.) 

(«) Where the company’s shares are of more than one class, the 
right of voting conferred by, and the rights in respect of capital 
and dividends attached to, the several classes of shares re.spectively. 

(o) A report by the auditors of the company with respect to the 
profits of the company in each of the three financial years immediately 
preceding the issue of tlie prospectus, and with respect to the rates 
of the dividends, if any, paid by the company in respect of each class 
of shares in the company in respect of each of the said three years, 
giving particulars of each such class of shares on which such dividends 
have been paid and particulars of the cases in which no dividends 
have been paid in respect of any class of shares in respect of any of 
those years, and, if no accounts have been made up in respect of 
any part of the period of three years ending on a date three months 
before the issue of the prospectus, containing a statement of that fact. 

(p) If the proceeds, or any part of the proceeds, of the issue of 
the shares or debentures are or is to be applied directly or indirectly 
in the purchase of any business, a report made by accountants who 
shall be named in the prospectus upon the profits of the business in 
respect of each of the three financial years immediately preceding 
the issue of the prospectus. 

In (0) and (p) above, if the company or business has been carried 
on for less than three years, the report must cover such less period. 
The provisions with respect to the memorandum and the qualifica- 
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tion, remuneration and interest of directors, the names, descriptions 
and addresses of directors or proposed directors, and the amount or 
estimate of the preliminary expenses, do not apply in the case of a 
prospectus issued more than two years after the date on which the 
company is entitled to commence business. 

Statement in Lieu of Prospectus. — Public companies which do 
not issue a prospectus must, under S. 40, file with the registrar a 
Statement in Lieu of Prospectus in the form and containing the par- 
ticulars set out in the Fifth Schedule of the Act of 1929. Briefly 
stated, the requirements of this document are similar to those required 
for the prospectus itself, viz. nominal share capital and the classes 
of shares into which it is sub-divided ; names, descriptions, and 
addresses of the directors; voting, capital and dividend rights of the 
several classes of shares ; number and amount of shares and debentures 
issued as fully or partly paid otherwise than in cash, and the considera- 
tion therefor; names and addresses of vendors, and the amount in 
cash, shares, or debentures payable to each, specifying, separately, the 
amount (if any) payable for goodwill ; amount payable for underwriting 
or other commission for subscribing or procuring subscriptions for 
shares or debentures of the company or the rate of the commission ; 
number of shares, if any, which persons have agreed for a commission 
to subscribe absolutely; estimated amount of preliminary expenses 
amount paid, or intended to be paid, to any promoter and the con- 
sideration therefor; dates of and parties to every material contract 
and time and place when and where the contracts or copies of them 
can be inspected ; names and addresses of the auditors (if any) ; par- 
ticulars of the nature and extent of the interest of every director in the 
promotion of, or in the property to be acquired by, the company; if it is 
proposed to acquire any business, the amount, as certified by the 
auditors of that business, of the net profits for each of the last three 
financial years, or such less period as the business has been carried on. 

Promoter. — The person who does the preliminary work in the 
flotation of a company and sets it going is called the “ promoter.” 
“ The term ‘ Promoter ’ is a term not of law but of business, summing 
up in a single word a number of business operations, familiar to the 
commercial world, by which a company is brought into existence.” He 
secures, e.g., a contract to acquire the business or property which the 
company is to take over, attends to the preparation of Memorandum 
and Articles ; to finance ; and to registration of the company. 

A promoter stands in a fiduciary position towards the company and 
may not make any secret profit for himself out of the promotion, or 
otherwise benefit himself at the expense of the company. He must 
disclose to the company every material fact that the company has a 
right to know. Action will lie against a promoter who has made a 
secret profit, the measure of damages being the amount of that profit less 
reasonable expenses incurred in connection therewith. 
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Preliminary Contracts. — These are agreements entered into 
prior to the formation of a company, between vendors of property 
to be acquired by the company and the company itself, or with an 
agent acting for the company. The company is not bound by such 
agreements until the directors have adopted them by entering into 
a new contract based upon new consideration after the company has 
been incorporated. And until that has been done the company cannot 
sue the vendors. An agent acting for the company is personally 
bound by such agreements, and,_ usually, he protects himself by taldng 
power in the agreement to rescind them should the company not be 
incorporated, or not proceed to allotment within a reasonable time. 

Preliminary Expenses. — These comprise, inter alia, the cost of 
preparing and priirting the Memorandum, the Articles, and the 
Prospectus, and of circulating and advertising the Prospectus ; the 
cost of registering the company and the statutory documents, together 
with fees and stamp duties payable thereon ; the cost of drawing up 
the preliminary contracts and stamp duties thereon ; cost of printing 
and stamping debentures (if any) and of share certificates and letters 
of allotment ; cost of the seal and original books of the company ; 
and (separately stated) the amount paid or payable to any promoter, 
and for underwriting commission ; law costs in connection with all 
or any of these matters. Preliminary expenses are not allowed as a 
charge against profits for income tax purposes, except expenditure 
incurred in purchasing books of account, stationery, the company’s 
seal, and the like. 

The promoter usually undertalres liability for these expenses in 
the first place, and looks to the company to relieve him of it, after 
incorporation. But vendors acting also as promoters not infrequently 
undertake to defray these expenses out of the purchase consideration 
received by them from the company. In order to make his own posi- 
tion secure a promoter must take care that he is in a position to compel 
the company as soon as it is incorporated to enter into a binding agree- 
ment to discharge these expenses. An agreement made prior to 
incorporation by a company cannot be ratified. A new agreement 
based upon new consideration * must be entered into by the company 
after incorporation. Where a company does not proceed to allotment, 
the promoter is personally liable for the prelimiiiary expenses, 
except in so far as he has contracted out of this liability, e.g. with 
printers, etc. 

Vendor. — Part III, Fourth Schedule (3) defines a vendor as every 
person who has entered into any contract, absolute or conditional, for 

* It is usual to bring in this new consideration by including preliminary 
expenses with property being transferred, or by the promoter making payment 
of the preliminary expenses part of a contract for continuing services with 
the company. But it is usual for the company’s objects to include the payment 
of the preliminary expenses, and the need for the new agreement does not then 
arise. 
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the sale or purchase, or for any option of purchase, of any property to 
be acquired by the company, in any case where : — 

(a) The purchase money is not fully paid at the date of the issue 
of the prospectus; 

(i) The purchase money is to be paid or satisfied wholly or in 
part out of the proceeds of the issue offered for subscription by the 
prospectus ; 

(c) The contract depends for its validity or fulfilment on the 
result of that issue. 

Where a company is to take property on lease, the lessor is a vendor, 
and the purchase money is the consideration for the lease. 

It is not necessary to state in the prospectus the names and addresses 
of every vendor or sub-vendor, and the amount, whether it be in cash, 
shares or debentures, which each is to receive, provided the property 
acquired is paid for in cash prior to the issue of the prospectus, but 
even then there is a duty to disclose such contracts in the prospectus, 
if they are material contracts ; to state the dates and the parties to them, 
and a reasonable time and place at which they (or copies) may be 
inspected. 

Directors. — The persons appointed to manage the affairs of a 
company on behalf of the general body of shareholders are called the 
Directors at, collectively. The Board of Directors, or, shortly. The Board. 
Every public company registered after 31st October, 1929, must have 
at least two directors (S. 139). 

Directors may be appointed by (a) the signatories to the Memoran- 
dum, (h) the Articles, (c) the directors themselves, in the case of a 
vacancy, (d) the members in general meeting, (e) a third party em- 
powered by the Articles to appoint. Frequently, the Articles state that 
the first directors of the company shall be appointed by the signatories 
to the Memorandum. If that be so, a formal letter is signed by all 
the signatories, or by a majority, if power is so given by the Articles, 
appointing certain persons as directors. This document should be 
pasted in the Minute Book. 

The directors' powers and duties are defined, and their remunera- 
tion is fixed, by the Articles. Every director must qualify himself 
within two months of appointment by acquiring the number of shares 
fixed by the Articles as to the qualification of a director (S. 141). The 
Articles of most companies fix the minimum number of shares which 
each director must hold. But where a company has deleted Table A, 
and made no provision in its special Articles for qualification shares, 
it would appear to be able to elect non-members as directors. Table A, 
clause 66, provides that directors must hold at least one share. A 
person must not be named as director or proposed director of a com- 
pany in a prospectus issued by or on behalf of the company before the 
expiration of one year after its becoming entitled to commence business, 
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or in a statement in lieu of prospectus filed by the company, unless he 
has by himself or his agent authorised in writing, signed' and filed a 
written consent to act and either 

(i) signed the memorandum for a number of shares not less than 

his qualification, if any; or 

(ii) taken from_ the company and paid or agreed to pay for his 

qualification shares, if any; or 

(iii) signed and filed a contract to take from the company and pay 

for his qualification shares, if any; or 

(iv) made and filed a statutory declaration to the effect that the 

requisite shares are registered in his name {S. 140). 

A director who ceases to hold the necessary qualification shares vacates 
office (S. 141). 

Besides the ordinaiy supervision of the commercial activities of 
the company, the directors’ duties include ; the issue of capital ; 
allotment of shares ; making of calls ; forfeiture of shares ; passing 
of transfers ; issue of certificates ; issue of debentures ; calling of 
meetings; ensuring that proper accounts are kept; recommendation 
of dividends, etc. 

Directors are special agents of the company, but they do not incur 
personal liability on any contracts they may enter into if they act within 
their authority and the powers of the company. It would appear from 
the decision in Lagunas Nitrate Co. v. Lagutias Nitrate Syndicate, 1899, 
that directors incur no personal liability for mistakes and errors of 
judgment, if they act within their powers, and honestly, and with 
reasonable care, unless the mistake was “ in a business sense culpable 
or gross.” Every director must disclose to the Board the nature of his 
interest in any contract or proposed contract. This can be done by 
giving a general notice that he is a member of a specified company or 
firm (S. 149). _ _ 

Any provision to pay compensation for loss of office to direc- 
tors of a company whose undertaking is in whole or in part being 
transferred to another company or person, is illegal unless approved 
by the company (S. 150). The office of director can be assigned 
only when approved by special resolution (S. 151). The Articles 
usually provide that a proportion of the directors shall retire annually, 
and either be re-elected, or their places be filled by other directors 
appointed by the members in general meeting, the Board having power 
to fill casual vacancies. An undischarged bankrupt can only act as 
director with the leave of the court (S. 142). 

Every company registered after 22nd November, 1916, every foreign 
company establishing a place of business in Great Britain, and every 
company registered under the Moneylenders Act, 1927, must disclose 
on its notepaper, and in trade catalogues, circulars, etc., the name of 
every director, and his nationality if he is not British, and his former 
nationality if his nationality is not the nationality of origin. 
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Directors are not entitled to be paid their fees “ free of income 
tax,” unless allowed by the Articles, and, if the Articles are silent, they 
must be altered before this concession is permissible {Boschoeck Pro- 
prietary Co. V. Fuke, [1926]). It would appear, however, that the com- 
pany in general meeting can vote the amount of the tax as a bonus. 
Neither are diiectors entitled to expenses unless voted by the share- 
holders or sanctioned by the Articles. Even where expenses are 
allowed they do not cover the cost of travelling to and from board 
meetings unless expressly provided for in the Articles {Young v. 
Naval, etc.. Society, [1905J). 

The directors must, on a demand made to them in writing by mem- 
bers entitled to not less than one-fourth of the voting power of all the 
company’s members, furnish to such members within one month 
from the receipt of the demand a statement certified by the auditors 
showing as respects each of the last preceding years in respect of which 
the accounts of the company have been made up the aggregate amount 
received in that year by way of remuneration or other emoluments by 
directors of the company, including remuneration received by any 
director from a subsidiary company (see p.465 for definition) of which 
he is also director or from any company of which he is a director as a 
nominee of the company. The demand can be overridden if the 
company in general meeting within the month resolve that the state- 
ment be not furnished. It is sufficient if the statement contains the 
aggregate sum paid to all directors in each year without specifying the 
amount received by any individual. The remuneration includes any 
tax paid on behalf of the director by the company and any other emolu- 
ments and the money value of any allowances or perquisites attaching 
to the office (S. 148). 

Managing Director . — ^The majority of companies take power in 
their Articles to appoint one (or more) of their number as Managing 
Director(s) and to fix his or their remuneration. In such cases some 
of the duties of the Board are frequently delegated to the Managing 
Director(s). It is also usual to provide that, while such managing 
directors continue in office, they shall not need to come up for re- 
election in order of rotation as do the other directors. 

Common Seal and Contracts. — The common seal with the 
company’s name engraved thereon in legible characters, which, by 
S. 93, a company is bound to keep, is the company’s official signature. 
It is impressed upon all share and debenture certificates, and upon 
all contracts, which, if entered into between private persons, would 
have to be in writing and executed under seal. The Articles usually 
provide that the seal shall be affixed in the presence of two directors 
and the secretary of the company, and that after affixation the docu- 
ment shall be signed by them. It is usual to keep a register of sealed 
documents. The use of the seal is safeguarded by its being kept 
under lock and key. 
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Contracts which if made between private persons must by law be 
in wi'iting and signed but need not be under seal, must in the case 
of companies be in writing, and signed by someone acting under its 
express or implied authority. Contracts which between private persons 
may be made by parol (orally) may in the case of companies be made 
by parol by any authorised person (S. 29), 

Official Seal. — A company whose objects require or comprise 
the transaction of business in foreign countries may, if authorised by 
its articles, have for use in any territory, district or place not situate 
in the United Kingdom, an official seal, which must be a facsimile of 
the common seal, with the addition on its face of every territory, 
district or place where it is to be used. By writing under its common 
seal, the company can authorise any person appointed for the purpose 
to affix the official seal to any deed or other document to which the 
company is party in that territory, district or place. The authority of 
such agent as between the company and any persons dealing with the 
agent continues during the period mentioned in the instrument con- 
ferring the authority, or if no period is mentioned, until notice of 
the revocation has been given to the person dealing with him. The 
agent must, by writing under his hand, certify on the deed or other 
document, the date and place of affixing the official seal. Any deed 
or other document so sealed and certified binds the company as if 
sealed with the common seal (S. 32). 

Underwriting. — In these days, few public companies are formed 
without the whole or part of the capital issue having been previously 
underwritten. This term means that certain persons termed Under- 
writers have entered into a contract with the company to subscribe 
for any shares or debentures which are not taken up by the public, 
in consideration for which the company undertakes to pay to them 
a commission termed Underwriting Commission. Underwriting com- 
missions vary from i % to 10 %, according to the risk attaching to 
the issue, and may be paid in cash or by way of fully paid shares. 
Payment of underwriting commission is, practically, an insurance to 
secure the success of a capital issue. 

It is a common practice to sell the whole issue of shares or debentures 
to a financial house, termed an Issuing House, which, in turn, oJfers 
the shares or debentures to the public. The Issuing House can then 
make an “ offer for sale.” Such an offer was formerly not deemed to 
be a prospectus. S. 38 of the Act of 1929, however, extends the pro- 
visions governing a prospectus to such an offer. 

The payment of underwriting commission is ultra vires unless it 
is authorised by the Articles and disclosed in the Prospectus or State- 
ment in Lieu, and the rate paid does not exceed the rate authorised 
by the articles (which must not exceed 10 per cent.) (S. 43). The 
amount so paid must be separately stated in the Balance Sheet, or so 
much thereof as has not been written off, until the whole has been 
written off (&. 44). 
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Illustration. — A. D. undertakes to underwrite the whole of an issue of 
10,000 ordinary shares to be issued by Blanks, Ltd. The public subscribe 
for 5,000 shares only. Under his agreement, therefore, A. B. must take 
up the balance of s,ooo shares. ' 

An underwriter is only responsible pro rata. Thus if the share issue 
of Blanks, Ltd., was £$o,ooo, and A. B. agreed to underwrite half the 
issue, and the public subscribed for ,£40,000, then A. B. would be relieved 
to the extent of £30,000, and would have to subscribe for £5,000 only, unless 
his agreement provided otherwise. 

Underwriters frequently place a portion of the risk assumed by 
them with others, termed Sub-Utiderzuritets, with whom they share 
their commission. In such cases the underwriters are usually paid 
an additional Overriding Commission of small amount. 

The cost of the underwriting may be borne by the promoter. If 
so, it docs not concern the company. But if the company bears the 
cost, an account must be opened for underwriting commission, and, 
when complete, the balance should be transferred to Preliminary 
Expenses Account. The provisions of S. 44, however, must not be 
overlooked. 

Illustration. — Blanks, Ltd., enter in an agreement with the X. Y. 
Promoting Syndicate, Ltd., to underwrite an issue of 50,000 of their 
ordinary shares of each for an underwriting commission of 4 % and 
an overriding commission of i %. The Syndicate underwrites £20,000 
of the issue, and places the balance of £30,000 on sub-underwriting terms 
with A, B, C, and D. The commission payable will be as follows : — 


AT. Y. Promoting Syndicate. _ £ s. d, 

4 % Underwriting Commission, and i % Overriding 

Commission on £20,000 (i.e. 5 % in all) 1,000 o o 

I % Overriding Commission on £30,000, sub-under- 
written with A, B, C, and D . . . . 300 o o 


1,300 o o 

A,B,C,andD, 

4 % on £30,000 sub-underwritten 1,200 o o 


Total commission payable £2,500 o o 


The subject of underwriting and sub-underwriting has become 
somewhat complicated, and the student who wishes to pursue the 
subject further is referred to the author’s Accouniing, pp. 124-6. 

Brokerage. — Brokerage is distinct from underwriting commission, 
but examination candidates often confuse the two. Underwriting 
commission may only be paid under the conditions named above, 
but brokerage may be paid by any company. The offer to pay brokerage 
appears in most prospectuses. Its payment is recognised by S. 43, 
ss. 3, and is within the power of limited companies {Metropolitan 
Coal Consumers’ Association v. Scrimgeotir, [1895]). It consists of a 
small sum, e.g. threepence per share, paid to stockbrokers and others 
for placing shares with their clients. The brokers send copies of the 
prospectus, with their rubber stamp on the application form, to their 
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clients. If shares are allotted to the applicants on these forms, the 
brokers must be credited with the brokerage due to them, and Pre- 
liminary Expenses Account be debited with a like amount. 

The rate of brokerage paid must be “ reasonable,” e.g. in the 
Metropolitan, etc., case {supra) 2,^ % was held to be reasonable. 

Auditors. — The auditors of a company are officers of the company 
in so far as audit of the company’s accounts is concerned (London and 
General Bank, [1895]; Kingston Cotton Mill Co., Ltd., [1896]). They 
are also agents for the shareholders. 

Every company must at each annual general meeting appoint an 
auditor or auditors to hold office until the next annual general meeting. 
The remuneration of the auditor so appointed is feed by the share- 
holders, though it is common for the shareholders to re-appoint the 
auditors " at a fee to be feed by the Directors.” * If no auditor is 
appointed, the Board of Trade, on the applicalon of any member, may 
appoint an auditor and fix his remuneration (S. 132). The following 
persons cannot act as auditor : — 

(а) a director or officer of the company ; 

(б) except where the company is a private company, a partner 

or employee of an officer of the company; 

(c) a body corporate (S, 133). 

But the first auditors of the company may be appointed before 
the first annual general meeting by the directors, who may fix their 
remuneration. These hold office until the first annual general meeting, 
unless they are previously removed by resolution of the shareholders 
in general meeting. If they are so removed the shareholders at that 
meeting may appoint others in their place. The directors may fill any 
casual vacancy in the office of auditor, but while there is a vacancy 
the continuing auditors (if any) may act (S. 132). 

No person, other than a retiring auditor, shall be appointed auditor 
unless notice of the intention to nominate that person has been given 
by a shareholder fourteen days before the annual general meeting, and 
the company has sent a copy of the notice to the retiring auditor, and 
has given notice to the shareholders, not less than seven days before 
the meeting. If notice has been given to the company, and the Directors 
call the meeting for a date fourteen days or less after notice was given, 
this does not invalidate the notice, which can be sent to the members 
with the notice calling the meeting (S. 132, ss. 3), These provisions 
have proved salutary safeguards in cases where unscrupulous directors 
have endeavoured to replace inconveniently conscientious auditors by 
others more pliable to their wishes. 

The auditor has at all reasonable times right of access to the books, 
accounts, and vouchers of the company, and he may require directors 

* It is not clear how far this delegation of duty is strictly legal, though the 
custom is very general. 
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and other officers of the company to furnish him with such information 
and explanations as he may require (S, 134, ss. 2). No article which 
attempts to limit or interfere with the rights of an auditor is valid 
{Newton v. Birmingham Small Arms Co., Ltd., [1906]). 

The auditor must make a report to the shareholders on the accounts 
examined by him and on every Balance Sheet laid before the company 
in general meeting. A copy of this report must be attached to every 
such Balance Sheet. The report must be read at the annual general 
meeting. In it the auditor must state whether or not he has obtained 
all the information and explanations he has required, and whether, 
in his opinion, the Balance Sheet is properly drawn up so as to exhibit 
a true and correct view of the state of the company’s affairs according 
to the best of his information and the explanations given to him, and 
as shown by the books of the company (S. 134, ss. i). 

The auditors are entitled to attend any general meeting of the com- 
pany at which any accounts which have been examined or reported on 
by them are to be laid before the company and to make any statement 
or explanation they desire with respect to the accounts (S. 134 ss. 3). 

Every company other than a private company, must, not less than 
seven days before the meeting, send to all persons entitled to receive 
notices of general meetings a copy of every balance sheet, including 
the documents required by law to be annexed thereto (see p. 499), 
which is to be laid before the company in general meeting, together 
with a copy of the auditor’s report. Any member and any debenture 
holder is entitled to be furnished on demand, without charge, similar 
copies. In the case of a private company, any member may demand 
a copy of the balance sheet and auditor’s report on payment of a 
charge not exceeding sixpence for every hundred words (S. 130). 

In ordinary circumstances, the auditor’s report usually takes the 
following form : — 

To the Shareholders of Blanks, Ltd. 

We report to the shareholders as follows ; We have audited the above 
Balance Sheet dated. . , . We have obtained all the information and 
explanations we have required. In our opinion, such Balance Sheet 
is properly drawn up so as to exhibit a true and correct view of the state 
of the Company’s affairs according to the best of our information and the 
explanations given us and as shown by the booh of the Company. 

In appropriate cases, the Report may also state : — 

We have also verified the Bank balance and the Investments. 

If the auditors wish to qualify their report in any respect, the 
attention of the shareholders is drawn to the fact by the insertion of 
some such clause as follows : — 

Subject to proper provision for Depreciation of the Machinery and 
Plant, such Balance Sheet is, etc. 
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Auditors are not responsible for the method of presenting a com- 
pany’s accounts ; neither can they dictate the form those accounts 
shall take. But they can decline to certify accounts which, in the 
form presented, are in their opinion misleading. The accounts are 
the accounts of the Directors, and only for grave reasons have the 
auditors power to interfere with the form of their presentation. The 
auditors must report wherein the accounts do not conform with the 
Act, and, in particular, with S. 128 (see p. 498). 

The duties of auditors cannot be dealt with at length in this place. 
Brief extracts from the dicta of Briush judges may, however, be usefully 
quoted : — 

“ Hia business is to ascertain and state the true financial position of 
the company at the time of the audit, and his duty is confined to that.” 
{London and General Bank, Ltd., [1895].) 

“ Auditors of a limited company are bound to Icnow, or make themselves 
acquainted with, their duties under the articles of the company whose 
accounts they are appointed to audit and under the Companies Acts.” 
{Republic of Bolivia Exploration Syndicate, Ltd.) 

“ That it is the duty of a company’s auditor in general to satisfy himself 
that the securities of the company in fact exist and are in safe custody 
cannot, I think, be gainsaid. . . . The duty of the auditor is to verify 
the facts which it is proposed to state in the balance sheet, and in doing 
so to use reasonable and ordinary skill.” {City Equitable Fire Insurance 
Co., Ltd.) 

“ It is no part of an auditor’s duty to take stock. ... He must rely 
on other people for details of the stock-in-trade on hand,” {Kingston 
Cotton Mill Co., Ltd., [i8g6].) 

“ It is the duty of an auditor to bring to bear upon (his) work . . . 
that skill, care, and caution which a reasonably competent, careful, and 
cautious auditor would use. What is reasonable . . . depends upon the 
circumstances of each case. . . . Auditors must not be made liable for 
not tracking out ingenious and_ carefully laid schemes of fraud, when there 
is nothing to arouse their suspicion, and when those frauds are perpetrated 
by tried servants of the company and are undetected for years by the 
directors.” {Kingston Cotton Mill Co., Ltd., [1896],) 

“ An auditor ... is bound to make a reasonable and proper investiga- 
tion of the accounts and of the stock sheets so far as he can, and if a 
reasonable and prudent man would have come to the conclusion that there 
was something wrong, then it is his duty to call the attention of his 
employers to it, and in that consideration he is entitled to take into account 
the fact that the documents are vouched for by trusted servants of 
his employers. . . . They are entitled to rely on the certificate of 
the managers. ... It was their duty to a certain extent to examine the 
accuracy of the certificate.” “ Although it is quite clear that it is not the 
duty of an auditor to take stock, one cannot say that it may not be his duty 
to call attention to suspicious items appearing in the stock sheets.” {Mead 
V. Ball, Baker Sf Co.) 

The Secretary. — The secretary is an agent of the company for 
the particular duties he is deputed to perforin, and the executive 
ofScer of the Directors to whom he is responsible. It is his duty to 
ensure that the Directors’ instructions are passed on to, and carried 
out by, the staff. He must see that the company fulfils all legal re- 
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quirements, and that the provisions of the Memorandum and Articles 
are complied with. In particular, it is his duty to conduct the general 
correspondence of the company ; to prepare the agenda for directors’ 
and general meetings, and to record accurate minutes of the proceed- 
ings at these meetings ; to see that the statistical books are properly 
kept ; to satisfy himself that transfers are in order before bringing 
them before the directors to be passed ; and (usually) to sign or counter- 
sign all cheques, share certificates, dividend warrants and similar 
documents, after having previously verified them before sealing and/or 
signature by the directors. 

Subscription List. — The prospectus inviting public subscription 
to the company’s capital issues having been circulated, the next step 
is to prepare the Subscription List. This usually takes the form of 
separate Application and Allotment Sheets for the different classes of 
shares, suitably ruled to record the necessary particulars. The 
prospectus usually includes a printed Application Form. This is 
filled in by the applicant, and sent, together with the amount payable 
per share on application, to the company’s bankers. A specimen 
Application and Allotment Sheet, and an Application Form, are shown 
on pp. 288-9. 

The Subscription List is usually open for three days, unless closed 
earlier because the issue has been fully subscribed. But country 
applications received by the first post on the day following the closure 
of the list are usually also considered. When the list has been closed, 
the application forms are handed over by the bankers to the company. 
These should be numbered and checked with the Bank Pass Book,* 
from which, in due course, the Shareholders’ Cash Book is written up. 
In many cases it is more expeditious to add a column to the Application 
Book (or sheets) for use as a Shareholders’ Cash Book. The Allotment 
Sheets are prepared from these materials for the consideration of the 
Directors who allot the shares at their discretion. This proceeding 
is known as going to allotment. Frequently preference is given to 
those applicants likely to prove most useful to the company as 
customers or otherwise. In cases where an issue is over-sub- 
scribed, the shares are sometimes distributed pro rata amongst the 
applicants. 

When a portion of the capital of a company remains unissued, the 
directors have power, either under the Articles, or after a special resolu- 
tion has been passed, to issue the balance of shares whenever it may 
seem expedient to do so in the interests of the company. But they 
must recognise their fiduciary position as directors, and act bona fide 

* It is convenient to arrange for the bank to prepare loose sheets rather 
than a bound pass book. The sheets can then be collected at convenient 
hours and the work of tabulating, etc., is expedited. Such sheets will, of course, 
shortly be the standard form of presentation by the bank of a copy of the entries 
in their customer’s account. 
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in the interests of the company as a whole. They may not, for example, 
issue the shares in order that they themselves or their friends may 
take them up and obtain control of the undertaking [Cook v. Barry, 
Henry, & Cook, Ltd., [1923]) or prevent another person from becoming 
a director. 

The act of allotment, which is duly recorded in the Minutes, 
signifies the acceptance by the Directors of the offers of the applicants 
to take shares, and the contract is complete as soon as the allotment 
letter is posted. 

No allotment can take place unless the minimum subscription 
(if any) has been secured, and the application moneys, which must 
not be less than 5 % of the nominal value of the shares, have been 
received by the company. 

Letter of Regret. — When no allotment of shares is made to an 
applicant, a letter of regret, together with a cheque returning the 
application money, is sent to him. A record of every such transac- 
tion is made on the Application Sheets. Such a letter is illustrated 
on p. 291. 

Return of Allotments. — ^Within one month of the completion 
of allotment, or within one month of any subsequent allotment, a 
return, bearing a 5s. stamp, must be filed with the Registrar in order 
to satisfy the requirements of S. 43 of the Act. The front page of 
this return is reproduced on p. 290, the other pages consist of a list 
of the names, addresses, and descriptions of the allottees with the 
number and class of shares held by them. 

Allotment Letters. — After allotment has been made, an Allotment 
Letter is sent to each successful applicant. These documents must 
be stamped with id. if under and with 6d. if over that amount. 
The posting of an allotment letter completes the contract to take shares 
as between the company and the applicant. An applicant may with- 
draw his application at any time prior to the posting of the letter, 
but not afterwards, unless he can prove misrepresentation in the 
prospectus or other irregularity entitling him to be relieved of his 
contract. An allotment letter is illustrated at p. 292. 

Calls. — The prospectus of a new issue usually states the dates on 
which further instalments of the purchase price of shares are to be 
paid. For example, “ The ordinary shares of £1 each shall be payable 
as follows : upon application, 2s. 6d. ; upon allotment, 5s. ; on 
October 35th, 5s. ; on November 35th, 7s. 6d.” 

If no dates are specified, these instalments are payable at the dis 
cretion of the Directors after they have given due notice of the call, 
usually fourteen days or mbre. Under Table A and, as a rule, undei 
special articles, no single call may exceed 25 % of the nominal value 
of the share, and calls are made at intervals of two months. (Under 
Table A the interval must be at least one month.) Shares with an 
uncalled liability attached to them are not popular, except, perhaps, 

[Continued at foot of p. 293. 
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{Form of Application for Shares with Receipt Form.) 

RAYON D’OR, LIMITED. 

(Incorporated under the Companies Act, 1929.) 

To THE Directohs of Rayon d’Or, Ltd. 

Gentlemen, 

Having paid to your Bankers, the National Piovincia) Bank, 
Ltd., the sum of £ : : , being a deposit of as. 6d. pei 

share on shares, which I hereby apply for, I request 

that you will allot to me such shares, upon the terms of the 
Company’s Memorandum and Articles of Association and the 

prospectus issued by you and dated 19. . 

I hereby undertake to accept such shares, or any less number 
you may allot to me, and I authorise you to place my mime 
on the Register of Members of the Company in respect of the 
shates allotted to me. 

Signature of Applicant 

Name (in full) 

Address 


Occupation 

(A lady should state whether Spinster, Wife, or Widow.) 


Date 


19... 


■(Pef/orahon.y 


(Bankers’ Receipt, to be detached and retained by Bankers.) 

Rayon d'Or, Limited, 

Received this day of 19.. of M 

the sum of being 2s. 6d. per share upon 

shares applied for in the above Company. 

For the National Provincial Bank, Ltd. 


stamp. 


Cashier 


This receipt must be preserved by the applicant, to be exchanged in due 
course for the share certificate. 
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Amount Payable 
on Application 
and Allotnient. 

1 
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Date 

Paid. 
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-jonv P ’OM 


Distinctive Numbers. 

From To 

Note. — In cases where 
there axe several classes 
of shares, it is advisable 
to carry the numbering 
through contmuously — 
e.g. Ordinary Shares, i 
to 100,000 ; Preference 
Shares, looooi to 200000, 
and so on. This prevents 
confusion between the 
difierent classes of shares 
m subsequent transfer 
work 

No. of 
Sliares 

Allotted, 


03 

Allotment. 


Amount Paid 
on Depcait 
. . per Share. 

Amount. 

’d 

lit 


C.B. 

folio. 
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Shares 
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L* 
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Appli- 
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Number of Company 


[Form No, ■■(S. 


THE COMPANIES ACT, 1929. 

RETURN OF ALLOTMENTS 


, LIMITED, 


from ihe day of , ig , 

to the day of ,19 , 


A Companies 
Registration 
Fee Stamp 
of 5 s. 
must be 
impressed 
here. 


Made pursuant lo Section 42, Sub-section i, of the Companies Act, 1929. 
(To be delivered to the Registrar of Companies within one month after the Allotment is made.) 


ill 


■99“ 

3 '-' <u . 
<J (A 
» O « 

8 (U u 

as 

. E'S'S 

|i:-3 




^Number of the Shares allotted payable in Cash . 

•Number of the Shares allotted payable in Cash . 

•Nominal Amount of the Shares so allotted • . £■ 

•Nominal Amount of the Shares so allotted ■ . £■ 

•Amount paid or due and payable on each such .... 

Share 

•Amount paid or due and payable on each such .... 

Share 

Number of Shares allotted for a consideration other than! 


Cash . . . . . . . . . . . , 

Nominal Amount of the Shares so allotted 
Amount to be treated as paid on each such Share 


£• 

£■ 


The consideration for which such Shares have been allotted is as follows:- 


1 Note. — In making a return of Allotments it is to be noted that — 

I. When a return includes several Allotments made on, different dates, the 
dates of only the first and last of such Allotments should be entered at 
the top of this page, and the registration of the return should be effected 
within one month of the first date. 

3, When a return related to one Allotment only, made on one particular 
date, that date only should be inserted and the spaces for the second date 
struck out and the word "made " substituted for the word “ from ” after 
the name of the Company. 
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{Letter of Regret) 
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Directors : 
(Names) 


I Enclosure, 


Rayon d’Or, Ltd., 

963 Finsbuby Circus, 
London, E.C. 

January 14, ig... 


Sir (or Madam), 

I am instructed by the Directors of the above Company to express 
regret that they are unable to allot any shares to you in response to your 

application of 

Enclosed I have pleasure in handing you a cheque tor L : ! , 

being the amount paid by you on application. 

Kindly sign the receipt attached at the foot hereof and present the 
enclosed cheque for payment in due course. 

Yours faithfully, 

Robert Wood, 

Secretary. 

To 


(Perforatioa .) — 


No. 3841. 

London 19,.. 

To THE National Provincial Bank, Ltd. 

Pay to or Order, the receipt below being 

duly signed, the sum of £ : : . 

For and on behalf of 

Rayon d’Or, Ltd. 

James Burget, Director. 

Robert Wood, Secretary. 


■{P$rfor<Uioti,)- 


RECEIPT. 

Received from Rayon d^Or, Limited, the sum of £ ; : 

being the amount deposited by me on application for shares 

not allotted. 


Receipt 

Stamp. 
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Directors 


BgS 

<3 
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{Allotment Letter.) 

RAYON D’OR, LIMITED. 

(Names) 

{Incorporated under the Companies Act, 1929.) 

ISSUE OF 50,000 ORDINARY SHARES OF £i EACH. 

No 

Allotment Letter. / \ impressed * 


6d 

Stamp, 


CX4 o 

- .■a 
"■S.S 

sao. 

5105 *■ 

6£)^ ^ 0) 

SlS-dS 

& §'S P. 

Ijll 

■s g 
2.1'^; 


i i%! 

IVr? 

H gu: 
P.WB 


963 Finsbury Circus, 
London, E.C. 
January , . . 


19 - 


Sir (or Madam), 

In reference to your application, I beg to inform you that 

ordinary shaies of £1 each in the Capital of the above 

Company have been allotted to you by the directors. 

The amount payable on application and allotment, £ s. d, 

viz. ss. per shai'e on shaies is 

You have already paid on application 

Making the amount due from you upon allotment £ 

This amount is now due from you, and should be paid forthwith to 
the Company’s Bankets, the National Provincial Bank, Ltd., Princes 
Street, London, E.C. Due notice will be given when the share ceitifi- 
cates are leady, and they will then only be delivered in exchange 
for this letter, accompanied by the receipts from the Bankers for 
amounts paid on application and allotment. 

By Older of the Board, 


Secretary, 


— (Perforation.) 


Bankers’ Receipt for Allotment Money. 
Rayon d’Or, Limited. 

Received this day of 19. 

£ : : , due in respect of allotment No 

The National Provincial Bank, Ltd. 


the sum of 


- {Pet/oriUion, 



Cashier. 


No. 


{This slip to be detached and retained by Bankers.) 
RAYON D’OR, LTD. 

Allotment. 


Amount £ : : . 

day of 19. . . 

An alternative Bankers’ receipt for shares paid in full upon allotment 
is sometimes attached, where such payments have been invited. 

* If under j^5 a id. Stamp suffices. 
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No. 

Directors ; 
(Names) 


{Call Letter) 

Rayon d’Or, Limited, 

962 Finsdury Circus, 

London, E.C. . 
July 4, 19.. 


ORDINARY SHARES. 

Dear Sir (or Madam), 

I beg to inform you that in accordance with a resolution of the 
Directors dated July 2, ig.., a call of 5s. per share on the above shares 
has been made. 

The amount due from you in respect of the 100 shares standing in your 
name is £25 0 o, and this amount should be sent on or before July 18, 

19.., together with this notice entire to the Company’s Bankers, the 
National Provincial Bank, Ltd., Princes Street, E.C., who will receipt and 
duly return this notice. 

If you will forward the receipt attached hereto, together with your 
share certificates, the payment of the call will be indorsed, and the certificate 
returned to you. 

By order of the Board, 

James Conolly, 

George Dixon, F.sq., Secretary. 

1754 Cannon Street, 

E.C. 

All cheques should be made payable to Bearer and crossed “ Not 
negotiable.” 


No. 36. 

Received for account of Rayon d’Or, Limited, the amount of the above- 
mentioned call as stated. 

For National Provincial Bank, Ltd., 

Robert Craig, 

Cashier. 

Date, July 18, 19. .. 


No. 36, 

Rayon d’Or, Limited. 

Call of ss. per share on issue of 100,000 Ordinary Shares. 

0 ° 

Date, July 18, 19. ., 

Continued from p. 287.] 

in the case of bank shares. Calls are specialty debts, and are there- 
fore not statute barred until after the lapse of twenty years. It would 
appear that calls must be made on the subscribers to the Memorandum. 
Apparently they are not liable to pay for their shares until calls have 
been made upon them {Alexander v. Automatic Telephone Co). A 
specimen call notice appears above. 





CALL LIST. 

Second* Call of 2i. 6d. per Share Date of Call, March I, 19... Due March 17, 19. 
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_ Making a Call. — When the 
Directors have passed the necessary 
resolution making a call, a Call List 
should be prepared in the form 
appearing on this page. 

Large companies open a separate 
banking account and a subsidiary 
Cash Book for each call in the 
manner already described in the 
case of application and allotrnent 
moneys. In the financial books, a 
journal entry is made debiting the 
Call Account and crediting Share 
Capital Account with the total 
amount of the call. When the 
cash received has been posted to 
the credit of Call Account, the 
balance (if any) that remains will 
represent unpaid calls. 

Moneys due under the terms of 
a prospectus are more frequently 
and properly termed “ Instalments ” 
as they arc not actual calls made by 
the Directors. 

The Directors’ power to make 
calls is in the nature of a trust to 
be exercised for the benefit of the 
company. Calls must be made on 
all shareholders alike. No call can 
be made on some of the share- 
holders while others go free. A 
call can, of course, be made on one 
class of share and not on other 
classes. To create liability on the 
part of the shareholders, the call 
must be made by directors duly 
appointed, and qualified, at a meet- 
ing duly convened, a quorum being 
present, by a resolution duly passed, 
specifying the amount, and time 
and place of payment ; though 
trifling irregularities will not invali- 
date the call. Calls date from the 
day the resolution is passed by the 
Directors making the call, but notice 
must be given to the shareholder. 



JOINT STOCK COMPANY FORMATION 295 

Calls in Advance. — The Articles of most companies provide 
that calls paid in advance shall carry interest, usually at 4% p.a. 
Table A provides that the Directors may accept money in advance 
of calls and may pay thereon such interest (not exceeding 6 % p.a. 
without the sanction of a general meeting) as may be agreed upon 
between the members concerned and the Directors. Calls in advance 
may not be accepted merely to pay Directors’ fees, they must be for 
the benefit of the company as a whole {Sykes’s case, 1872). Calls so 
paid are really loans, and interest is payable on them even if no profits 
are made. Calls paid in advance do not carry any dividend rights 
as they do not form part of the company’s called-up capital, unless, 
of course, the Articles provide otherwise. Table A, Art. 93, infers 
that if no interest is paid on calls in advance they will rank for dividend. 
In the event of liquidation calls in advance are repayable before payment 
is made on the amounts called up on the shares, but no refund of 
such moneys may be made while the company remains a going concern. 

Calls in Arrear. — As a general rule, the Articles provide that 
members in arrear with their calls are not entitled to vote, and are 
liable after due notice to be charged with interest at a fixed rate. 
Table A provides for 5 % p.a. from the day appointed for payment 
to the time of actual payment, but gives the Directors power to waive 
the interest wholly or in part. 

Share Certificates. — When the shares issued have been fully paid, 
or, if partly paid, when there is no immediate intention of calling up the 
balance remaining on them, share certificates are issued to members. 
Share certificates must, in any case, be completed and ready for delivery 
within two months of allotment or transfer unless the conditions under 
which theshares were issued otherwise provide (S. 67). They are issued 
under the common seal of the company, and are prima-facie evidence 
that the person named in them is the owner of the number of shares 
specified. Usually, they are signed by two Directors and the secretary. 
Prior to the issue of the certificates, a notice is sent to members that 
the certificates will be handed or posted to them in exchange for the 
allotment letters and bankers’ receipts for the instalments paid on the 
shares, or, in the case of some transfers, in exchange for the balance 
ticket. The allotment letters, or balance tickets, are then cancelled 
and filed in order. A specimen share certificate is given on p. 296. 

Share Certificate Book . — This book consists of pages divided 
by perforation into three parts : the first counterfoil records details 
of the number and date of the certificate, the name and address of the 
shareholder ; the number of shares and their distinctive numbers, 
The second counterfoil is a form of acknowledgment, to be signed 
by the shareholder, of the receipt of the certificate. The third part 
is the certificate itself. The receipt counterfoil and the certificate 
are sent to the shareholder who signs and returns the receipt, which 
is then attached to the relative first counterfoil, 
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{Share Certificate.) 

No. 36a. 100 Shakes. 

RAYON D’OR, LIRIITED. 

(Incorporated under the Companies Act, igsg.) 


CAPITAL £100,000:0:0, in 100,000 SHARES OF £i EACH. 


This is to Certify that Lionel Robert Clare, of The Beeches, Maiden- 
head, is the Registered Proprietor of 100 Shares of £i each. Fully Paid, 
numbered I to 100 inclusive, in RAYON D’OR, LIMITED, pursuant to 
the Memorandum and Articles of Association of the said Company. 


I SEAL I 


Given undei the Common Seal of the Company 
this 25th day of March, 19. .. 


Philip Roberts, Secretary. 


yohn Straight 
Geoige Dickson 


y Directors 


Note. — No Transfer of any of the Shares comprised in this Certificate 
will be legistered until the Certificate has been delivered at the Company’s 
Office. 


Share Warrants. — If sanctioned by the Articles, share warrants to 
bearer, under seal of the company, may be issued in exchange for fully 
paid share certificates (S. 70). And the holder of a share warrant may 
return it to the company for cancellation and be entered in the Register 
as a member holding the shares specified in the warrant (S. 97). 
Share warrants are negotiable instruments, and can be transferred by 
simple delivery, no transfer in the company’s books being necessary. 
Private companies cannot issue share warrants, since such companies 
must restrict the transfer of their shares. On exchange of share certi- 
ficates for share warrants, the members are struck off the register. But, 
if the Articles so provide, the holder of a warrant may be deemed to 
be a member of the company either to the full extent or for any pur- 
poses defined in the Articles, except that he cannot act as a Director 
or Manager of the company in cases where the Articles impose a share 
qualification. Share warrants are impressed with a stamp representing 
three times the ad valorem transfer duty payable on the nominal value 
of the shares represented by the warrant. Payment of dividends 
on share warrants may be provided, and usually is provided, by 
means of coupons attached to the warrant. Share warrants are 
popular on the Continent, but are not extensively used in this 
country. 

Provision of Financial Assistance by Company for Purchase of 
its own Shares. — It is illegal for a company to give, whether directly 
or indirectly, and whether by means of a loan, guarantee, the provision 
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of security or otherwise, any financial assistance for the purpose of, 
or in connection with, a purchase of shares in the company, unless the 
money is lent in the ordinary course of the business of a money-lending 
company, or in connection with a trust under a scheme for the benefit 
of employees, or to employees other than directors to enable them to 
acquire fully paid shares (S. 45). 

Capital of a Company. — It will be useful at this point to deal with 
the terms descriptive of a company’s capital, and the various classes 
into which it may be divided. 

Authorised {Nominal or Registered) Capital. — This is the maximum 
amount of capital which a company takes power in its Memorandum 
to issue (S. 2 [4]). A statement of this capital, made on the statutory 
form, must be registered with the Registrar and, in addition to 
registration fees, capital duty must be paid thereon at the rate of 
id- % {Fwtince Act, 1920). The authorised capital may or may not 
be wholly issued ; the issued capital may or may not be wholly sub- 
scribed ; the subscribed capital may or may not be wholly called up ; 
and the called-up capital may or may not be wholly paid up. The 
authorised capital is divided into shares, the denominational value of 
which is decided by the promoters of the company. Shares oi ii each 
are the most common, but denominations varying from 6d. to ,£100 
may be met with ; indeed there are instances of companies being 
registered with a nominal capital of £i divided into shares of ^d. 
each ! If shares are issued at too high a nominal value, it usually results 
in a restricted market for the shares. The same company may issue 
shares of different classes and different denominational values, as 
provided for in its Memorandum or Articles. The nominal capital 
may be increased or decreased in accordance with the provisions 
of the Act of 1929, S. 50 {see p. 270). It is the practice to state 
the nominal capital in the Balance Sheet " short.” It does not 
appear in the company’s financial books until it is issued and 
subscribed.* 

Issued Capital. — This is that portion of a company’s authorised 
capital which has been issued to the public for subscription, or to 
the vendors as fully or partly paid in exchange for assets acquired by 
the company. But all the capital issued for public subscription may 
not be taken up by the public. 

Subscribed Capital. — This consists of that portion of the issued 
capital which is actually subscribed for by the public, or allotted to 
vendors in respect of assets conveyed to the company. Very frequently 

* In Scotland and certain foreign countries, an Uncalled Capital Account 
is opened for that part of the Issued Capital which has not been called, in 
which case the full nominal value of the Issued Capital is entered in the 
latter account. Certain companies also open up Unissued Capital Accounts, 
showing the full Nominal Capital in an account so called. These practices 
are not common in this country. 
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the subscribed capital is less than the authorised capital, because 
the whole authorised capital has not been issued for subscription, or 
has not been subscribed for by the public. The student will realise 
that the distinction between “ Issued and “ Subscribed ” capital 
is more academic than practical, in view of the fact that only the capital 
actually subscribed can be shown on the Balance Sheet. 

Called-up Capital. — The called-up capital is that part of the sub- 
scribed capital which has actually been called up. The uncalled 
part of the subscribed capital, which represents the contingent 
liability of the shareholders on the shares, is known as the Uncalled 
Capital. 

Paid-up Capital, — The paid-up capital is that part of the sub- 
scribed capital which has been called up and actually paid by the 
subscribers. The paid-up capital may be somewhat less than the 
called-up capital by reason of the failure of subscribers to pay 
the calls on shares for which they liave subscribed. The difference 
between the called-up and the paid-up capital represents calls 
in arrear. 

Reserve Liability. — By S. 49, a limited company may, by special 
resolution, determine that any portion of its share capital not already 
called up shall not be capable of being called up except in the event 
and for the purposes of liquidation. This method of providing a 
reserve, and so increasing a company’s stability, has been adopted by 
some banks. 

Working Capital. — Working capital is the amount by which the 
readily realisable, liquid, or “ quick ” assets of a concern exceed its 
current liabilities. Thus, the total of a company’s cash, investments, 
bills receivable, stock, book debts, and similar liquid assets minus its 
trade creditors, bank overdraft, bills payable and similar floating lia- 
bilities represents the working capital of the company. In calculating 
such capital, the fixed, and more or less permanent assets, such as 
buildings, plant, etc., and long or fixed period loans and similar “ fixed ” 
liabilities, are excluded. The term “ working capital ” is sometimes 
loosely employed to indicate: {a) the balance left after paying the 
purchase price of a business; {b) the floating assets; (e) debentures 
issued to raise money to work the business; or, {d) under the double- 
account system, the excess of capital receipts over capital expenditure. 
In all these cases the use of the term is inexact and unfortunate. 

Loan Capital. — This is a term sometimes applied to debentures 
and other loans for fixed terms. The employment of the term is 
not happy, since these loans do not form part of a company’s capital, 
and the regulations as to share capital contained in the Act of 1929 
do not apply to them. They are liabilities, and the lenders are creditors, 
having no part or parcel in the company’s affairs unless the instrument 
acknowledging the loan so provides, e.g. if the company makes default. 
The student should carefully note these distinctions. 
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Illustration. — Uprichards, Ltd., was registered with a nominal 
capital of £100,000, divided into 100,000 shares of £t each. Of this 
amount 7S>ooo shares were offered to the public and fully subscribed. 
By December 31, 19.., 15s. per share had been called up and paid up, 
except that the last call of ss. per share on 1,000 shares remained unpaid. 
Give the entries necessary to record these particulars in the Company’s 
Balance Sheet. 


BALANCE SHEET. 


Liabilities Side Only. 

Capital — £ 

Nominal : — 100,000 shares of £i each £100,000 

Issued : — 75,000 shares of £i each, 153. per share 

called up 56,250 

Less Unpaid calls 250 


In this example, therefore ; — 

The Authorised (Nominal 01 Registered) Capital =3 

The Issued Capital 

The Subscribed Capital . . 

The Called-up Capital = 

The Paid-up Capital = 

The Uncalled Capital = 

The Calls in arrear = 


£ 

100,000 

75,000 

75.000 
56,250 

56.000 
18,750 

250 


£ 


£56.000 


Classes of Shares. — Various classes of shares are commonly met 
with. These comprise (i) Preference Shares divided into (a) Simple 
or non-cumulative preference shares, {b) Cumulative preference 
shares, (c) Participating preference shares, (d) Pre-preference, or first 
preference shares, (e) Convertible preference shares, (/) Preferred 
Ordinary Shares; (2) Redeemable Preference Shares; (3) Ordinary 
Shares; (4) Deferred Ordinary Shares; (5) Deferred, Management, or 
Founders Shares ; (6) Bonus Shares. 

Preference Shares . — These usually rank first both as to payment 
of dividend and return of capital. Preference shares may be issued 
carrying the first of these preferences only, but if they carry both, then 
(a) the fixed rate of interest attached to the shares must be paid out 
of profits before the ordinary shares rank for dividend ; {b) in the 
event of the company going into liquidation, preference capital has 
the right to prior payment before other classes of shares, should funds 
for repayment be available after payment of debts. 

It would appear that a limited company has power to issue prefer- 
ence shares even when the Memorandum is silent on the point. 

In the absence of provision to the contrary in the Memorandum or 
terms of issue, any surplus remaining after all share capital has been 
repaid must be divided amongst all shareholders {Anglo-French Music 
Co. V. Nicol, [1921]). But where the rights of preference shareholders 
are precisely set out in the Memorandum, this may bar their right to 
share in such surplus {Collaroy Co. v. Giffard [1928]). 
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Simple or Non-Cumulative Preference Shares. — These are preference 
shares, which carry a preferential right to dividend out of the profits 
of each year only, that is so far as profits are available to pay the divi- 
dend. The decision as to what profits are available rests with the 
directors. These shares have no claim on the profits of succeeding 
years should the profits for any year be inadequate to pay the dividend. 
Care should be taken to make it clear that the shares are non-cumulative, 
otherwise subscribers are entitled to assume that they are cumulative. 

Cumulative Preference Shares. — With this class of share, the pre- 
ferential rights to dividend accumulate from year to year in the event 
of the non-payment of dividend, the arrears of one year being carried 
forward to the next, and so on. Thus, if a company issued 6 % cumu- 
lative preference shares, and made insufficient profits to pay the divi- 
dend upon them for four years, it would have accumulated a liability 
to pay four years’ dividend at 6 % p.a., as and when sufficient profits 
were available to meet these claims, before any dividend could be paid 
to the holders of subordinate classes of shares. In cases of this sort, 
a note should be made on the face of the Balance Sheet to the effect 
that No dividend has been paid on the Preference Share capital of the 
Company for any of the four years now ended. Since the liability is con- 
tingent upon sufficient profits being earned to meet it, and on dividends 
being declared, no entries can be made in the books of the company. 

If the Articles are silent on the point, preference shares are assumed 
to be cumulative. 

Under Table A, unless special rights are attached to the shares, all 
dividends are payable only on the amounts actually paid up on the 
shares, but under some Articles, and in all cases where Table A is 
barred, and the special Articles make no provision, dividends are payable 
on the nominal amount of the shares* [Oakbank Oil Co. v. Crum, 
[1883]). Preference shares do not carry preferential rights as to 
capital repayment unless this right is expressly stated in the conditions 
of issue, and in the Memorandum and Articles. 

Participating Preference Shares. — In addition to the advantages 
attaching to cumulative preference shares, these shares carry a right 
to a fixed share in the surplus profits after payment of the fixed dividend 
to which they are entitled, usually after a certain minimum has been 
paid on the subordinate classes of shares. 

Pre-preference {or First Preference) Shares. — For the purpose of 
raising urgently needed capital, these shares are sometimes issued with 
the consent of the preference shareholders. As the name implies, 
the terms of issue (which must be intra vires the Memorandum and 
Articles) provide that the rights of the holders of such shares in respect 
of dividend and capital repayment stand in front of the rights of the 
holders of all other classes of shares. 

Convertible Preference Shares. — These are preference shares the 
* This applies to all dividends— preference or otherwise. 
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holders of which have the right to have them converted into another 
class of share, e.g. ordinary or deferred, within a specified time. 

Preferred Ordinary Shares. — Holders of these shares have the 
right to a fixed dividend after the claims of the preference shareholders 
have been met, and before the ordinary shares rank for dividend, 

Redeemable Preference Shares. — company limited by shares may, 
if so authorised by its Articles, issue preference shares which are, or 
at the option of the company are to be liable, to be redeemed. No such 
shares may be redeemed except out of the profits of the company 
which would otherwise be available for dividend, or out of the proceeds 
of a fresh issue of shares made for the purpose of the redemption. 
Such shares can be redeemed only when fully paid. When they are 
redeemed otherwise than out of the proceeds of a fresh issue, there 
must be set aside, out of profits which would otherwise be available 
for dividend, a sum equal to the amount applied in redeeming the shares, 
to a reserve fund called “ the Capital Redemption Reserve Fund.” 
The provisions of the Act as to reduction of share capital apply to such 
a fund as if it were share capital. If the shares are redeemed out 
of the proceeds of a fresh issue, any premium payable on redemption 
must have been provided for out of profits (S. 46 [i]). 

Every Balance Sheet must specify what part of the issued capital 
consists of redeemable preference shares and the date on or before 
which these shares are, or are liable, to be redeemed (S. 46 [2]). 

If a company has redeemed or is about to redeem any preference 
shares, it may issue shares up to the nominal amount of the shares 
redeemed or to be redeemed as if those shares had never been issued, 
and no stamp duty is payable on such amount provided the old shares 
are redeemed within one month after the issue of the new shares 
(S. 46 [4]). The capital redemption reserve fund may then be applied 
(up to the nominal amount of the shares so issued) in paying up unissued 
shares of the company to be issued to members as fully paid bonus 
shares. 

For example see p. 385. 

Ordinary Shares. — The bulk of the shares issued by most limited 
companies are of this class. Ordinary shares carry no special rights as 
to dividend or capital repayment. Generally, they are entitled to the 
surplus profits remaining after the prior fixed dividends, enumerated 
above, have been satisfied. But they may be subject to the rights 
attaching to deferred ordinary shares, if such exist. 

Deferred, Management, and Founders Shares. — These shares are 
usually issued as fully paid to the promoters, or managers, of the 
issuing company. As regards dividend, they usually stand aside 
until an agreed dividend has been paid on the ordinary shares. Par- 
ticulars of founders, or deferred, shares must be stated in the Prospectus 
(Fourth Schedule, Part I, 2). Though generally few in number and 
insignificant in nominal value, the voting powers which they command 
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and the profits they share are often considerable. They are not popular 
with the investing public, since they do not always tend to prudent 
management, the holders being usually desirous of dividing all avail- 
able profits without much regard for the prudent building up of reserves. 
The issue of these shares is, however, probably the most scientific 
method of paying for goodwill, since the value of this asset largely 
depends upon the profits earned being in excess of a certain minimum. 
But where such shares are issued in payment for the goodwill, an 
equitable number of similar shares should be issued to the shareholders 
of other classes who run the real risk of the business. 

Bonus Shares . — Successful companies sometimes issue shares in 
lieu of increased dividends. The usual procedure is to declare a 
dividend, credit the shareholders with the dividend, and then to issue 
shares in discharge thereof, no money passing on either side (see p. 372). 
Bonus shares may be of any of the classes described above. The 
provisions regarding the issue of bonus shares where redeemable 
preference shares have been redeemed should also be referred to at p. 301 . 

Co-Part 7 iership Shares . — ^These shares are sometimes issued to a 
company’s employees in order to give them an interest in the concern. 
Frequently, such shares carry no voting power. They are usually 
entitled to the same dividend rights as the ordinary shares, but their 
transfer is usually under the control of the company, and effected at 
a fixed price. Sometimes Profit-Sharing Certificates are issued to 
employees. These have no capital value, but entitle the holders to 
dividends upon an assumed capital value stated on the face of the 
certificate. Such certificates cannot be sold, and must be surrendered 
to the company on demand. 


EXAMINATION QUESTION. 

% What is the difTerence between a “ Cumulative ” and a “ Non-Cumu!a- 
tive ” Preference Share ? Does this difference affect the annual accounts in 
any manner ? (London Chamber Commerce.) 

Answer. 

Cumulative Preference Shares are shares which carry preferential 
rights to dividend, usually ranking before all other classes of shares. In 
acTdition, in the event of the available profits in any year proving insufficient 
to meet the fixed preference dividend, the arrears accumulate, and no dividend 
can be paid on shares having subordinate rights until these arrears have 
been discharged. No obligation, however, exists to pay the cumulative 
preference dividends, unless sufficient profits are available to discharge them, 
and dividends are declared. The Memorandum and Articles and the terms 
of issue usually provide that, in the event of liquidation, after the costs of 
the liquidation have been met, and the secured and unsecured creditors have 
been satisfied, the surplus aspte shall be applied first in paying off any arrears 
of cumulative preference dividend, then in repaying the preference share 
capital. 

Non- Cumulative (or Simple) Preference Shares possess no right to jM 
accumulation of dividends, and in the event of dividends being nai^ P. 
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or only partially satisfied, the holders of these shares have no claim upon 
the profits of subsequent years for arrears of dividend. Each year stands 
alone. These shares usually have a right to repayment of capital in priority 
to holders of other classes of shares, subject, of course, to the rights of the 
holders of any shares of a higher class which may have been issued. 

Preference shares are cumulative unless it is clearly otherwise stated in 
the Memorandum, or, if the Memorandum is silent, in the Articles or in 
the Terms of Issue. 

Treatment in the Annual Accounts. — In the case of cumulative 
preference shares, a note of dividends thereon which have been passed should 
be made on the face of the Balance Sheet if any an ears of dividend exist, 
otherwise the holders and prospective holders of shares of this and subordinate 
classes of shares may be prejudiced. No such note is required in the case of 
non-cumulative shares, as dividends which have been passed are not payable 
out of subsequent distributions of profit. 

Issue of Shares at a Discount. — h company can issue at a discount 
shares of a class already issued, in certain circumscribed circumstances, 
viz.; 

(a) The issue must be authorized by resolution passed in general 
meeting of the company and sanctioned by the court; 

{b) The resolution must specify the maximum rate of discount ; 
(c) Not less than one year must have elapsed since the date on 
which the company was entitled to commence business ; 

{d) The shares must be issued within one month after the date 
on which the issue was sanctioned by the court, or such extended 
time as the court may allow. 

The court may make terms and conditions when sanctioning the issue. 
Particulars of the discount allowed, or of so much as has not been 
written off, must appear in every prospectus relating to the issue, and 
in every subsequent Balance Sheet (S. 47) (see p. 352). 

Stock. — If the Articles confer the necessary authority, companies 
may convert their fully paid shares into stock, or reconvert that stock 
into paid-up shares of any denomination (S. 50, ss. i (c)). These 
powers are not often exercised. The differences between shares and 
stock may be described as follows : — 

In the case of shares, the capital is divided into so many equal 
parts, e.g. £1, and each share bears a distinctive number. 

Illustration. — Dicksons, Ltd., was registered with a capital of £50,000, 
divided into 50,000 ordinary shares of £i each, numbered x to 50,000. 

Shares cannot be issued at a discount, i.e. below their nominal 
value, except under the provisions of S. 47 (see above), and they can 
only be transferred in their entirety, i.e. not less than one share can be 
transferred. But, subject to the Memorandum and Articles, and the 
terms of issue, they can be transferred at any time after allotment, 
whether fully paid up or not. 

In the case of stock, the capital may be said to be consolidated into 
one mass, or block, and may be transferred in units of a fixed amount, 



304 HIGHER BOOK-KEEPING AND ACCOUNTS 

£,5 multiples thereof, or even in fractions of a pound. The 
stock of commercial companies is usually transferable in definite units, 
e.g. £i, £^, etc., but most Government stocks are transferable in frac- 
tional amounts, e.g. ,^ioi gs. ad. Transfers of stock are effected in 
the same manner as transfers of shares, i.e. under seal on the common 
transfer form. 

Illustration. — Uprichards, Ltd., was registered with a capital of 
,£100,000, divided into 50,000 6 % preference shares of £i each, and 
50,000 ordinary shares of £i each. The latter, when fully paid, were 
converted into stock. Subject to the Articles, this stock can be transferred 
in any fractions, e.g, £iog 12s. 6d. 

Stock cannot, of course, bear distinctive numbers, and it is equally 
obvious that it must be fully paid up. In other respects both shares 
and stock possess the same characteristics. Dividend rights, priority 
of capital repayment, and so on, may be identical in both cases. The 
British Government debt, and most municipal and colonial loans, 
in addition to many commercial issues, are in the form of stock. In 
the case of statutory and similar companies, stock may be issued at 
a discount in many cases. It will, however, be obvious that stock 
cannot be so issued by companies working under the Act of 1929, 
since shares must be fully paid before they can be converted 
into stock. 

Kinds of stock. — Just as there are several classes of shares so there 
are several classes of stock. Preferred Stock is a term which is self- 
explanatory. Guaranteed Stock is stock that is guaranteed both as 
to capital and dividend by some Government or outside Corporation. 
Deferred Stock is stock the dividends on which are deferred in favour 
of prior classes of stock. Inscribed Stock is stock, the title to which 
consists in the names of the holders being “ inscribed ” in the books 
of the Bank of England or other bank or authority managing the stock, 
instead of being evidenced by certificates. British Government 
borrowings, e.g. War Loan (a portion of which is inscribed), are examples 
of inscribed stock. 

The Bank of England rules regarding the transfer of Stocks are as 
follows : — 

Stock can be transferred — 

By the Stoclsholder, or in a joint account by all the Stockholders (or, if the 
Stockholder or Surviving Stockholder is deceased, by his Executors or 
Administrators), attending in person at the Bank of England, being 
identified by a Stockbroker and executing a transfer in the Bank books ; 
or by a duly authoriaed Attorney, in like manner. 

War Stock (£4 %, £4i % and £s %), £4% Funding Stock, £3^ % and 
£4i% Conversion Stocks, Registered Treasury Bonds, fzi % and 
£4 % Consolidated Stocks, £2i % Annuities, £2! % Annuities, Local 
Loans £3 %, Guaranteed £2! % and £3 % Stocks, and Guaranteed 
Land Stock, 1921 (Irish Land Stocks), Indian Government Stocks, 
and Birkenhead £6 % Stock, if registered as Transferable by Deed 
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can be transferred by Deed by the Holder, or in a joint account by all 
the Holders (or, if the Holder or Surviving Holder is deceased, by his 
Executors or Administrators) ; or by a duly authorized Attorney. The 
Deed of Transfer duly completed must be lodged at the Bank with the 
corresponding Certificate. 

N.B. — lioldings of these Stocks transfeiable in the Stock Transfer Books 
and not by Deed may be registered as transferable by Deed on demand made 
in the prescribed form (to be obtained at the Bank of England) by the Holder, 
or Holders (as above). 

Holdings transferable by Deed may be made transferable in the Stock 
Transfer Books on demand made in like manner and on surrender of the 
Register Certificate. 

In the case of Inscribed Stock and Bonds registered as transferable 
in the Bank books, production of Stock Receipts, Certificates of Inscrip- 
tion, or Certificates of Registration is not required when the Stock to 
which they relate is dealt with ; these documents are of value only as 
memoranda, the title of the Stockholder being the entry in the Bank 
books. Duplicates of such documents are not issued. 

The Register Certificate issued in respect of Stock transferable by 
Deed must, however, be surrendered when any part of the Stock to 
which it relates is dealt with. 

A Stockholder can obtain verification of the inscription of the Stock 
to which a Stock receipt purports to relate, either by personal attendance 
at the Bank bringing with him the Stock receipt and being accompanied 
by a Stockbroker for purposes of identification; or, by forwarding the 
Stock receipt with a request, bearing his signature, for confirmation, 
and a postal order for I^. (except in the case of British and Indian 
Government Securities, where no fee is payable) to the Chief Account- 
ant, Bank of England, E.C. 2. In the latter case the receipt will be 
relunted enfaced with a statement as to the inscription of the Stock. 

Borrowing Powers of a Company. — Even successful companies 
are sometimes in need of cash. Temporary shortage of working 
capital, heavy purchases of stock or raw material to take advantage 
of a favourable market, the need for granting extra credit to tide over 
a period of trade depression, these and other circumstances may 
create the necessity to borrow. Trading companies have an implied 
power to borrow, if such borrowing is properly incidental to the conduct 
of the business {General Auction Estate Co. y. Smith, [1891]), and to 
pledge their assets as security {Re Patent File Co., [1871]), even when 
no powers are taken so to do in the Memorandum. There are no 
statutory limits to a trading company’s borrowing powers, but they 
are usually defined in the Memorandum or Articles, and are frequently 
limited to an amount not exceeding the issued capital of the company. 
Non-trading companies have no power to borrow or to pledge their 
assets, in the absence of express power so to do in the Memorandum. 
If a Stock Exchange quotation is sought, the articles must fix a 
reasonable limitation to borrowing powers, any extension thereof being 
subject to control by the company in general meeting. 

21 
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Debentures. — Companies frequently raise money by means of 
loans for fixed periods, repayment of which is generally secured to the 
lender by some charge on the company’s assets. Loans are frequently 
evidenced by documents termed Debetitures. It has already been 
stated that these loans do not form part of a company’s capital, as is 
sometimes erroneously supposed. A shareholder is a proprietor or 
partner in the company ; a debenture holder or other lender is a 
creditor of the company, and the interest on the loan accrued due tp 
him is payable whether the company makes profits or not. A deben- 
ture holder of a public company is, by S. 130, entitled to be furnished 
on demand, without charge, with a copy of the last Balance Sheet, 
but he is not a member of the company. 

Definition of Debenture. — There is no precise statutory definition 
of a debenture, but it may be defined as “ a document issued, usually 
under seal, by a company to a creditor in respect of money lent by 
him to the company, to secure the payment of interest at the rate 
and on the sum specified therein, and repayment of the capital.” There 
is no statutory form of debenture, but a form in common use is shown 
on p. 308. 

Nature of Debenture Charge. — A debenture may create a specific 
charge on some particular asset of a company, e.g. its freehold factory. 
In that case the debenture is said to create a Fixed Charge on the 
particular property. The modern debenture usually covers the whole 
of the property of the company “ whatsoever and wheresoever both 
present and future including its uncalled capital.” A charge of this 
kind covers all the company’s assets, including those which fluctuate 
in value from day to day, such as book debts and stock, and is called 
a Floating Charge. It does not prevent the company from dealing 
with such assets in the ordinary course of business, but it creates a 
charge upon them as against other creditors. All debenture issues 
secured by any charge must be registered with the Registrar of Joint 
Stock Companies. 

Kinds of Debentures. — ^Various kinds of debentures are to be met 
with in practice. First Mortgage Debentures ; Second Mortgage 
Debentures, as the names indicate, rank in the order of issue. The 
holders of the first issue must be satisfied in priority to the holders 
of the second, and so on. Registered Debentures are debentures which 
are registered in the books of the company, and, therefore, capable of 
transfer in a similar way to shares. Bearer Debentures, on the other 
hand, are negotiable instruments capable of transfer by mere delivery. 
In this country, the majority of debentures are registered, but in other 
countries bearer debentures are almost exclusively employed. Naked 
or Simple Debentures afford no charge on the property of the issuers, and 
the holders of such debentures are therefore unsecured creditors. 
They are uncommon except as acknowledgments of loans for short 
periods. Irredeemable {Perpetual) Debentures are debentures the 
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capital sum secured by which is not repayable except in the event 
of the company ceasing to exist. They are really perpetual annuities. 
Debenture Stock represents debentures consolidated into one stock, 
or “ one mass for the sake of convenience ” (Lord Lindley), just as 
fully paid shares may be consolidated into stock. Debenture stock 
must be fully paid, and may be transferred in agreed fractions. Almost 
invariably, debenture stock is covered by a charge on the assets. 

Issue of Debentures. — Debentures may be issued at par, or at a 
discount, or at a premium. Shares may be issued at par or at a pre- 
mium, but may be issued at a discount only under S. 47 (see p. 303) 
and not otherwise. Debentures must not be issued at a discount if there 
is power to exchange them before the maturity of the debentures for 
fully paid shares other than those issued at a similar or less discount 
under S, 47, for that would be a method of illegally attempting to issue 
shares at a discount. There is, however, nothing to prevent, e.g., the 
conversion of a fioa debenture issued at 95 into % Preference 
Shares or into 100 Preference Shares of with 19s. paid up, or into 
Shares issuable under S. 47 at a discount of not less than 5 per cent. 

Form of Debentures. — In this country, debentures are usually 
registered, and recorded in the Register of Debenture Holders in a 
similar way to the record of shares in the Share Registers. Certifi- 
cates [or bonds] are issued in respect of them. Debentures are trans- 
ferable in common form by deed. Where bearer bonds are issued they 
have interest coupons attached, and are transferable by delivery alone. 

Interest on Debentures. — Debenture interest is payable quarterly, 
half-yearly, or yearly, half-yearly payments being the most usual. 
Cheques (or warrants) are posted to the holders of registered bonds for 
the interest due, less tax at the current rate. Bearer debentures carry 
a perforated sheet of detachable coupons covering each payment of 
interest due over a number of years. These are detached on the due 
dates and paid in, like cheques, to bankers for collection. If the sheet 
of coupons does not cover the “ life ” of the debenture, a slip, called 
a Talon, is attached as a voucher entitling the holder to a fresh sheet 
of coupons. When the coupons have been paid by the company, they 
are usually pasted into albums, similar to stamp albums, representing 
each dividend paid. 

Trust Deed. — ^The security supporting a debenture issue, and the 
terms of issue, are usually set forth in a document called a Trust Deed, 
by which the company’s properties are charged in favour of certain 
nominees, termed Debenture Trustees, These trustees represent the 
debenture holders and safeguard their interests. Sometimes a deed 
is dispensed with, and the debentures themselves contain the charge. 
But such a deed is essential in the case of debenture stock. Debenture 
holders may demand a copy of the trust deed, if printed, on payment 
of one shilling ; if not printed, they may demand a copy upon payment 
at the rate of 6d. per 100 words. 
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The following is a form of debenture such as is used when there 
is no trust deed : — 


UPRICHARDS, LIMITED. 

Issue_ of [100] Mortgage Debenture* of £[100] each numbered 1 to 100 bearing 

interest at £S per cent, per annum payable on the first day of January and 

the first day of July in each year. 

The issue is made pursuant to Clause is of the Company’s Memorandum 
of Association and Article 36 of the Company’s Articles of Association and 
a i-esolution of the directors passed on the fifteenth day of December, 19. .. 

DEBENTURE. 

No. 53. £[roo] 

I. Uprichards, Limited, whose registered office is at 532 Oxford Street, 
London, W. (hereinafter called the Company), will, on the first day of 
January, 19. or on such earlier day as the principal moneys hereby secured 
become payable under the conditions of this debenture, pay to Miles Further, 
of Maidenhead, Berks., or other the registered holder hereof (hereinafter 
called the debenture holder, which expression shall, where the context so 
admits, include his personal representatives), the sum of £[looJ. 

3. The Company will until payment of the said sura of £[100] pay to the 
debenture holder interest thereon at the rate of £$ per cent, per annum, by 
equal half-yearly payments on the first day of January and the first day of 
July in each year, the first payment to be made on the first day of July next 
(and to be calculated from the date hereof] . 

3. The Company hereby charges with the said payments its undertaking 
and all its pioperty present and future, including uncalled capital and goodwill. 

4. This debenture is issued subject to and with the benefit of the con- 
ditions indorsed hereon, which are to be deemed part of it. 

Given under the seal of the Company this 3 1 st day of December, 19... 

The common seal of the above-named Company was affixed hereto 
in the presence of 

Hugh Dicicson \ . 

George Dicicson/ 

Abel Chatenay, Secretary, 

[Note.- — O n the back, or following pages, are printed the conditions 
see below).] 

Conditions of Issue. — These usually contain provisions to the effect 
following ; — 

(1) The debenture is to be one of a series securing, say, £10,000 
in all, and all the debentures of the series are to rank pari passu as a first 
charge on the property and assets of the company without any 
preference or priority over one another. 

(2) The charge to constitute a floating security on all the property 
of the company, but sometimes power is reserved for the company 
to mortgage specific assets, and on the purchase of any additional 
property to mortgage it to secure the whole or part of the purchase 
money ; and so long as the charge is a floating charge (i.e. until 
the debentures become payable) the company may carry on its 
business and deal with its property as the company may think fit. 
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(3) There are provisions for a register of debentures, for transfers 
being in writing and delivered to and retained by the company ; 
for the executor or administrator of a deceased debenture holder 
being the only persons recognised by the company as having any 
title to it ; for a fee of 2S. 6d. to be paid for registration of any 
transfer or probate ; and the company is to be entitled to treat 
the debenture holder as the sole and absolute owner, and no notice 
of any trust is to be entered on the register. 

(4) Provisions are sometimes made that interest will be paid 
by cheques posted to debenture holders. 

(5) There is the important clause dealing with the events on 
which the principal moneys become payable. These are usually 
the following : — 

(a) If the company gives three months’ notice of intention to 

pay off. 

(b) If the company makes default for a stipulated period, 

such as fourteen days, in payment of interest, though it 
is usual to add the proviso that notice must be given 
requiring payment of the principal moneys before the 
interest is actually paid. 

(c) If a distress or execution be levied or issued against the 

company. 

(d) If an order is made for winding up or a resolution passed 

to the same effect. 

(6) Debenture holders are often given power to appoint a 
Receiver after the principal moneys have become payable. Such 
an appointment may be made as the condition is framed, either by 
all the debenture holders concurring or by the majority in value 
of the debenture holders. The person appointed Receiver may also 
be appointed Manager, and may have power to take possession of 
the property charged, carry on the business of the company, sell 
the security, and make any arrangement or compromise. 

(7) There is usually a clause providing that the proceeds of sale 
be applied : — 

(a) In payment of the expenses of and incidental to the 

appointment of the Receiver and the exercise of his 
powers and his remuneration. 

(b) In payment to the debenture holders pari passu of all 

principal moneys. 

(c) In payment of arrears of interest. 

(d) Any surplus to be paid to the company. 

(8) Sometimes a clause is added saying that the rights of the 
debenture holders may be varied with the consent of the holders of 
three-fourths of the debentures for the time being outstanding. 
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the decision of that majority to be binding on the debenture 
holders. The rights of the debenture holders are subject to those 
of creditors whose claims are declared by S. 364 to be preferential 
in a winding up (S. 78), 

Where there is a large issue of debentures it is usual to have a trust 
deed. The provisions are similar in general effect to those given above. 
Specific property is often mortgaged to the trustees for debenture 
holders with or without a floating charge on other assets, and the powers 
of realisation and so forth are exercisable by the trustees. 

Receiver Appointed by the Court. — Notwithstanding the existence 
of powers to appoint a Receiver without going to the Court it is often 
advisable to apply to the Court, and it is necessary to do so where the 
ground of application is that the assets are in jeopardy (although there 
has not yet been any default by the company), for it is not usual for 
debenture holders to have power to appoint in such a case, which 
obviously is likely to give rise to differences of opinion . 

There is also the advantage that a Receiver appointed by the 
Court is an agent of the Court, and interference with him amounts to 
contempt of court. If he enters into contracts in carrying on the 
business or for the purpose of realisation he is personally liable upon 
them, though with a right to be indemnified out of the assets. 

Receiver Appointed by Debmiture Holders. — A Receiver appointed 
by the debenture holders under the powers contained in the debentures 
is their agent, and they are liable upon his contracts. To avoid this 
it is usual to provide in the conditions that the Receiver when appointed 
shall be the agent of the company (in which case the company is liable 
on his contracts) and to embody the powers given to mortgagees by 
the Law of Property Act, 1925, and formerly by the Conveyancing 
Act, 1881. But even if the Receiver is made an agent for the company 
his powers to bind it cease when the company is ordered to be wound 
up, though he does not thereby become agent for the debenture 
holders. He should, therefore, for his protection obtain an indemnity 
from the persons appointing him before incurring serious liability, 
unless the assets are certainly sufficient to recoup him. 

Registration of Debentures. — The requirement, stated below, that 
every mortgage by a company shall be registered applies to debentures. 
Every mortgage or charge (a) to secure debentures, {b) on uncalled 
capital, (c) which if given by an individual would require registration 
as a bill of sale, (d) on land, (e) on book debts, or (/) floating charge, 
(g) on calls made but not paid, (h) on a ship or any share in a ship, or 
(i) on goodwill, on a patent, or a licence under a patent, or on a copyright, 
or a licence under a copyright, is void unless registered within twenty- 
one days. The Court has power to allow subsequent registration, if 
the omission to register was due to accident or inadvertence, on such 
terms as it thinks fit. 
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The register (which is m fact a part of the file of the company’s 
papers at Somerset House) is open to inspection, so that persons dealing 
with a company may be able to ascertain whether it has mortgaged its 
assets. 

A floating charge created within six months of the commencement 
of the winding up is void unless the company immediately after the 
creation of the charge was solvent, except to the amount of any cash 
paid to the company at the time of, or subsequently to the creation of, 
and in consideration for, the charge, together with interest at 5 % 
(S. 266). 

Rights of Debenture Holders. — A debenture holder is entitled to 
have a copy of the trust deed by which they are secured and to inspect 
the register of debenture holders (S. 73) and to obtain the balance sheets 
of the company and the reports of the auditors (S. 130). He has also, 
when the principal money secured has become due, the ordinary rights 
of a creditor. He may sue for his debt, recover judgment and issue 
execution, or petition for the winding up of the company. But as he 
is a secured creditor he is more likely to realise his security, which he 
does by the appointment of a receiver. 

As soon as the principal moneys become payable and the debenture 
holders intervene, the “ floating charge ” is said to become fixed, or 
to attach. Until then the company can deal with its property ; but 
the charge then attaches to all assets which have not been alienated. 

Redemption of Debentures. — As stated above, some debentures, 
termed Irredeemable, are payable only in the event of liquidation. 
Other methods of repayment are: (a) By Drawings determined by 
ballot, the numbers drawn in the case of bearer bonds being advertised 
in the Press, (b) On Demand, a term that explains itself, (e) At a 
Fixed Date, i.e. at the date specified in the terms of issue. A company 
usually has power to anticipate this date, (d) At the Option of the 
Company, i.e. at any time fixed by the company, subject to due notice 
being given to the holders. («) By Purchase in Open Market, pro- 
vided that the company has reserved this power to itself. (/) By 
the Issue of New Debentures, the proceeds of which are used to pay off 
the old debentures. 

Except when new debentures are issued to replace old, the necessary 
funds for the redemption of debentures may be provided out of capital, 
or profits, or from a fund accumulated for the purpose by outside 
investment, or from the proceeds of a capital endowment policy. 

Re-issue of Debentures. — By S. 75, debentures that have been 
redeemed may be re-issued unless any provision to the contrary, 
express or implied, is contained in the articles or in any contract 
entered into by the company, or the company has, bypassing a resolu- 
tion, or some other act, manifested its intention that the debentures 
shall be cancelled. Debentures so re-issued must be stamped as new 
debentures. But debentures deposited with a banker to secure 
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advaaces on current account are not deemed to have been redeemed by 
reason only of the current account having ceased to be in debit while 
the debentures are so deposited. That is to say, the debentures 
are available without fresh stamping to secure future advances. 

Notes. — A practice has arisen within recent years, and appears 
likely to spread, among limited companies of issuing “ notes ” in 
acknowledgment of moneys lent. These notes are issued under the 
seal of the company. They give no specific charge on the company’s 
assets, and are usually repayable at definite dates, or by means of periodi- 
cal drawings. The wording of the note will probably decide whether 
it comes within the category of a promissory note or a naked debenture 
— no legal guidance is yet available on the point. The holders of such 
notes are probably unsecured creditors. The amount outstanding 
under this heading should be separately stated in the Balance Sheet 
immediately after the item “ Debentures,” if any have been issued. 

Example of Capital Issue. — The student is sometimes puzzled 
when confronted by the array of debentures and shares of various 
classes offered for subscription by some companies, and wonders 
why the simpler course of confining the capital issue to ordinary shares 
is not followed. The answer is that financial expediency, and not 
simplicity, is the governing factor. 

Illustration . — Rayon d’Or, Ltd., is registered to purchase an old- 
established business. Tire purchase price of the assets and goodwill is 
,£250,000. It is decided that £50,000 is required for working capital. 
The capital is therefore fixed at £300,000. The profits of the business 
for the past five years averaged £24,000. This figure shows S % on the 
proposed capital, a not sufficiently attractive return on an undertaking of 
this class. There is also to be considered the investor who prefers a lower 
rate of return, provided that it is combined with the greater capital security 
that is offered by debentures or preference shares. To meet the needs 
of all classes of investors, the following issues are decided upon : — 


Issue. Interest Required. 

£ £ 

100,000 5 % Debentures 5, 000 

100,000 7 % Cumulative Preference Shares . , 7,000 

Leaving for dividend on 

100,000 Ordinary Shares at, say, la % .. .. 12,000 


£300,000 £24,000 


Stock Exchange Quotation.— Most large public companies desire 
to have an Official Quotation on the London Stock Exchange for their 
shares and debentures. To obtain this quotation certain rules and 
formalities must be observed. These are too lengthy to set out here, 
but they have been dealt with in sufficient detail in the author’s Account- 
ing. Without an official quotation, the market for any particular 
stocks or shares is very restricted, and in a restricted market prices 
suffer. If the application for a quotation is successful, the company’s 
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shares will in due course be quoted in the Stock Exchange lust, pub- 
lished daily, at the prices ruling at 3.30 p.m. on the day of publication ; 
and similar information will appear in the financial columns of the 
Press. 


EXAMINATION QUESTIONS. 

1. Define the several kinds of companies which may be incorporated 
under the Companies Act, 1929. For what purposes, to what extent, and 
how may a company change (a) its name, (b) its objects, (c) its Articles of 
Association ? 

2. In what events may the liability of a shareholder in a limited company 
become unlimited ? 

3. State briefly the main distinctions between a company limited by shares 
and a partnership. 

4. What do you understand by a Statutory or Parliamentary company ? 
State briefly wherein they differ from companies incorporated under the Act 
of 1929. 

5. Describe the steps necessary for the actual formation of a new company. 
(Royal Society Arts.) 

6. Briefly describe the differences which exist between a public and a 
private limited company. {Royal Society Arts.) 

7. What is meant by a “ private company ” under the Companies Act, 
1929 ? Mention some of the privileges and immunities conceded to such 
a company, and state how it may turn itself into a public company. 

8. What limit is placed on the number of members of a private company ? 
How is the private character of a company terminated ? (Central Association 
Accountants.) 

9. What arc the contents and functions of the Memoiandum of Associa- 
tion of a company ? (Chartered Accountants ) 

10. Define the Memorandum ? How far may it be altered or extended ? 
(Royal Society Arts.) 

11. How, and to what extent, may the objects clause in the Memorandum 
be altered ? (Chartered Institute Secretaries.) 

12. When may a company reduce its capital : (a) Without leave of the 
Court ; (b) With leave of the Court ? 

What steps must be taken for reducing capital when the sanction of the 
Court is necessary ? (Incorporated Accountants.) 

13. What is the difference between the Memorandum and the Articles 
of Association of a company, and what in particular must be slated in the 
Memorandum ? To what class of companies, and to what extent, do the 
regulations of Table A apply ? (Incorporated Accountants.) 

14. What are the provisions of the Companies Act, 1929, with respect to 
the (a) Registration of Articles : (i) application of Table A ; (c) form and 
signature of Articles ; (d) alteration of Articles ? 

15. Is there any limitation on the right of a company to alter its Articles ? 
(Royal Society Arts.) 

16. The prospectus of a company contained certain statements that were 
false. Can X, a shareholder in the company, set aside his share contract, 
and, if so, what must he prove ? (Central Association Accountants.) 
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17 . What are the matters which must be stated in the prospectus ? If a 
prospectus contains false statements, how far is a director liable to indemnify 
a person injured by them ? (Royal Society Arts.) 

18 . What is the general liability of directors for statements made in a 
prospectus ; and in what cases can they relieve themselves of such liability f 
(Incoiporatcd Accountants.) 

19 . How does the law now stand as regards the disclosure of contracts 
in a prospectus ? (Chartered Accountants^) 

20 . What particulars must the prospectus of a company now contain with 
respect to : (a) Shares and debentures previously issued ; (b) Names of 
Vendors ; (c) Material contracts ? Who is included under the term “ vendor ” 
for this purpose ? (Incorporated Accountants!) 

21 . What do you understand by the term “ Promoter ” f What is his 
position as regards the company ? 

22 . What are (a) preliminary contracts, and (b) preliminary expenses in 
connection with a company ? In what circumstances is a company liable in 
respect of these contracts and expenses ? 

23 . Define Vendor in connection with a company. What are the details 
regarding Vendors that must appeal in the prospectus ? 

24 . The first directors of a company are usually named in the Articles : 
what must be done by the directors before such an appointment is valid ? 
(Central Association Accountants.) 

25 . How aie Directors appointed ? What is their position as regards the 
company f How are their duties and remuneration defined and fixed f 

26 . State what you know as to the use by a company of its Common Seal. 
When may a company have an OflScial Seal, and what is its purpose ? 

27 . Distinguish between Underwriting Commission and Commission on 
placing Shaies, and define your duties as auditor with regard to each. 
(Incorporated Accountants.) 

28 . In what circumstances, and subject to what conditions, may com- 
missions for underwriting be paid ? (Chartered Institute Secretaries.) 

29 . The O.L.M. Co., Ltd., was formed with a capital of £ioo,ooo in £i 
shares, the whole amount being issued to the public. The underwriting was 
as follows : A, 35,000 ; B, 20,000 ; C, 30,000 ; D, 10,000 ; E, 2,000; 
F, 3,00a. 

All marked forms were to go in relief of the underwriters whose name 
they bear. 

The applications on forms marked by the underwriters were : A, 10,000 ; 
B, 20,000 ; C, 22,500 ; D, 7,500 ; E, nil ; F, 5,000. 

Applications for 30,000 shares were received on forms not " marked.” 

Draw up a statement showing the number of shares each underwriter 
had to take up. (Chartered Accountants.) 

30 . What are the “ powers and duties of auditors ” under the Companies 
Act, 1929 ? (Chartered Accountants.) 

31 . Can the directors of a limited liability company fix the remuneration 
of the auditors, or must the same be approved by the members in general 
meeting ? Comment hereon. (Central Association Accountants.) 

32 . If a person other than a retiring auditor to a limited liability company 
is nominated for the appointment, what formalities are necessary according 
to Section 13a of the Act of 1929 ? (Central Association Accountants.) 

33 . What is meant by “ Allotment of Shares ” ? When and how does an 
allottee become a member of the company f (Royal Society Arts,) 
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34. The Articles of Association of a company permit the directors to 
receive from shareholders payment in advance of their calls, allowing them 
interest on such advances. Is such interest necessarily dependent upon 
profits, and how should interest due and paid under such an arrangement 
be treated in the Profit and Loss Account ? (Chartered Accou?itants .) 

35. What are Share Warrants ? What rights are conferred by statute on 
the bearers of such warrants ? (Chartered Accountants^ 

36. Explain the terms : (i) Nominal Capital ; (a) Issued Capital ; 

(3) Subscribed Capital ; (4) Paid-up Capital ; and (5) Unpaid Calls. 

Illustrate your answer by showing how these items are stated in the balance 
sheet of a limited company. (Chartered Institute Secretaries.) 

37. Explain the meaning, and contrast the advantages, of the following 
classes of Shares : Preference Shares ; Cumulative Preference Shares ; 
Ordinary Shares ; Participating Ordinary Shares ; Founders’ Shares. (Royal 
Society Arts.) 

38. Explain the following classes of shares : (r) Ordinary ; (2) Cumula- 
tive Preference ; (3) Deferred Ordinary ; (4) Management ; (5) Founders’. 
(Chartered Institute Secretaries) 

39. Define the following : (a) Ordinary Shares ; (h) Ordinary Stock ; 

(c) Cumulative Preference Shares ; (d) Debentures. (Central Association 
Accountatits.) 

40. What is a “ Cumulative Preference Share ” ? The A B Company 
is three years in arrear with the dividends on its 1,000 6 % Cumulative 
Preference Shares of each. Would this fact affect the annual accounts ? 
If so, how ? (Royal Society Arts.) 

41. What is a Debenture ? Give a draft of the^ principal terms and 
conditions which might be expected to be found contained therein. (Central 
Association Accountants.) 

42. What is usually the primary object, and what are the principal 
advantages, of collaterally securing debentures by a trust deed ? (Chartered 
Accountants.) 

43. What is a Floating Charge ? I-Iow far is it liable to be postponed to 
the rights of other creditors ? (Royal Society Arts.) 

44. In what circumstances may debentures be re-issued by a company 
after they have been paid off or purchased by the company ? (Chartered 
Accountants.) 

45. A company issues 8 % Notes. How do these differ from 8 % Deben- 
tures ? 

46. State the circumstances in which interest may be allowed on calls 
paid in advance, and give the entries necessary to record such interest in the 
books of a limited company. (Royal Society Arts.) 



Chapter X 


JOINT STOCK COMPANIES— CoKimMficf 
Statistical Records, Etc. 

[Note.- — T he references are to the Companies Act, 1929, unless otherwise 
stated.] 

Besides the ordinary double-entry records that are necessary for the 
preparation of true accounts of all income and expenditure, and of 
the assets and liabilities of a limited company, there are certain other 
books, registers, and records that a limited company is, by Statute, 
bound to keep, and still others which, by reason of their constitution 
and management, limited companies have found it convenient to 
keep. In addition, there are sundry documents, returns, notices, etc., 
which a limited company must, by Statute, file with the Registrar of 
Joint Stock Companies. Further, while the business which a particular 
company exists to carry on is transacted on behalf of the shareholders 
by the Directors, the control of a limited company vests in the general 
body of shareholders. The acts of the Directors, meeting as such, 
must, by Statute, be duly recorded in Minute Books, and the control 
of the shareholders over their business must be exercised in the manner 
prescribed by Statute. These matters are briefly dealt with in this 
chapter. 

Statutory Books and Documents) other than Books of 
Account. 

(i) Register of Members containing the particulars set out in S. 95, 
and Index thereto, if the members exceed fifty and the Register is not 
Alphabetical (S. g6). 

(3) A record consisting of copies of the Annual Return, which 
must appear in a separate part of the Register of Members, giving the 
particulars required by SS. 108-111. 

(3) Minute Books to record proceedings at General and Extra- 
ordinary Meetings of the Company, and at the meetings of Directors 
or Managers (S. 120). 

(4) Register of Directors and Managers (S. 144). 

(5) Register of Mortgages and Charges (S. 88). 

(6) In addition to the register of mortgages, a copy of every instru- 
ment creating any mortgage or charge must be kept (S. 87). 

316 
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Non-Statutory Books. 

(i) Agenda Book. — One of the secretary's duties is to draw up in 
orderly form the various items of business to be transacted at Directors’ 
and Shareholders’ meetings. These agenda, i,e, things to be done, are 
entered on the left-hand page of a book, the right-hand page of which 
is left blank for the chairman to enter his own remarks regarding any 
particular item of business transacted. In many cases the agenda are 
typed on loose sheets which can be destroyed when the fair copy minutes 
have been signed. 

(а) Call Book {see p. 356). 

(3) Debenture Interest Book {see p. 396). 

(4) Directors’ Attendance Book. — ^This, as the name implies, is a 
book in which each Director present at any particular meeting signs 
his name or initials as evidence of his presence at that meeting. 

(5) Dividend Book {see p. 370). 

(6) Register of Allotment Sheets {see p. 289). 

(7) Register of Allotment Returns {see p. 290). 

(8) Register of Certifications and Balance Tickets {see p. 335). 

(9) Register of Debenture Holders {see p. 328). 

(10) Register of Debenture Stock Holders. 

(ii) Register of Powers of Attorney. — In tliis register, brief par- 
ticulars are recorded of the grantors and holders of these instruments 
and the dates on which they expire. Unless such instruments are 
registered with the company, acts purporting to be done under them 
will not be recognised. Companies usually charge a fee of as. 6d. 
for registering these documents. 

(12) Register of Probates {see p. 329). 

(13) Register of Sealed Documents {see p. 329). 

(14) Register of Share Certificates. 

(15) Register of Stock (where stock is issued or shares are converted 
■ into stock). 

(16) Register of Stockholders {see p. 328). 

(17) Register of Transfers (seep. 331). 

(18) Transfer Fee Cash Book {see p. 332). 

Summary of Documents to be Filed with the Registrar. 

(1) Memorandum of Association (S. 12). 

(2) Articles of Association (SS. 6 and 12). 

(3) Declaration as to Compliance with Regulations (S. 15, ss. 2, and 
S. 94, ss. I [c] or S. 94, ss. 2 [c]). _ 

(4) Statement of Nominal Capital. 

(5) Annual return of Capital, Members, and Directors (SS. xo8 
to no), with certificates from Private Companies (S. in). 

(б) Nature of Consolidation of Shares, or conversion of shares into 
stock, or reconversion of stock into shares, or subdivision of shares, 
or redemption of redeemable preference shares, or cancellation of 
shares (S. 51). 
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(7) Returns as to Increase of Capital or of Members (S, 52). 

(S) Reduction of Capital (SS. 55, 58, 118). 

(9) Notices of Situation of, or change of, Registered Office (S. 92), 
Situation, or change, of office where a Dominion Register, if any, is 
kept (S. 103) 

(10) Statutory Report (S. 113). 

(11) Copies of Special or Extraordinary Resolutions (S, 118). 

(12) Copy of Register of Directors or Managers and notification 
of changes therein (S. 144). 

(13) List of Directors, and Consent of Directors to act, and 
undertakings to take qualification shares or statutory declaration that 
the requisite shares are registered in the names of the Directors 
(S. 140) 

(14) Prospectus (S. 34) or Statement in Lieu of Prospectus 

(S. 40 )- 

(15) Actual contracts, or, if not in writing, Particulars of Contracts 
in respect of Shares issued otherwise than for Cash (S. 42). 

(16) Returns of Allotments (S. 42). 

(17) Particulars of Mortgages, and Charges (SS. 79, 80 and 81). 

(18) Memorandum of Satisfaction of Mortgage or charge and 
declaration verifying same (S, 84). 

(19) Statement of Commission paid on issue of Shares (S. 43). 

(20) Office Copy of Order of Court sanctioning compromises, 
arrangements, reorganisation of Capital, etc. (S. 153), or for facilitating 
reconstruction and amalgamation (S. 154). 

(21) Printed copy of Memorandum where objects have been altered, 
with copy of order of Court (S. 5). 

(22) Special statement in lieu of prospectus where private company 
ceases to be such (S. 27). 

(23) Copy of Order of Court regarding variation of Shareholders’ 
rights (S. 61), 

(24) Notice of appointment of Receiver or Manager (S. 86). 

(25) Notice of rectification of Register of Members on Order of 
Court (S. 100). 

(26) Copies of Balance Sheet, Auditor’s Report, etc. (S. 130). 
(Note. — The documents required to be filed on winding-up are not 

included above.) 

Register of Members. — ^Persons may become members of a 
company by (a) Signing the Memorandum, (b) Applying for and 
being allotted shares, (c) Transfer of shares by an existing member. 
The shares of a deceased member vest in, and may be transferred by, his 
executor or administrator ; the shares of a bankrupt vest in and may 
be transferred by the Trustee. 

Every company must keep, in one or more books, a register of 
its members and enter therein the following particulars : — 
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(a) Names, addresses, and occupations of the members, and a 
statement of the shares held by each member, distinguishing each 
share by its number, and the amount paid or agreed to be considered 
as paid on the shares of each member, or the amount of stock held 
by each member. 

(b) The date at which each person was entered in the registei as 
a member. 

(c) The date at which any person ceased to be a member. 

There is no statutory form of Register, but the form illustrated 
on p. 320 complies with modern usage. It combines the Members' 
Register with the Share Ledger. It is a convenience to keep 
separate Registers for each class of share issued — Ordinary, Prefer- 
ence, etc. In the case of small companies, the Transfer Register 
is included in the Members’ Register. The Register must date from 
the registration of the company, but pending the preparation of 
the complete register the Application and Allotment Sheets may be 
regarded as fulfilling temporarily the requirements of the Statute. 
The Register may be contained in as many separate books as may 
be necessary. Large companies, whose shares are dealt in actively, 
must clearly sub-divide the Register in order to facilitate the heavy 
transfer work. 

The date of entry should be the actual date on which the entry 
was made in the register (since a person is not a member until his 
name is entered in the Register), or the date of transfer. The date of 
ceasing to be a member should be the date when the transfer was 
passed by the Directors. 

With the exception of notifications received from the Public Trustee, 
no notice of any trust shall be entered on the register, or be receivable 
by the Registrar in the case of companies registered in England 
(8. loi). 

Index of Members . — Every company having more than fifty members 
must, unless the register of members is in such a form as to constitute 
in itself an index, keep an index of the names of members. The index 
may be in the form of a card index (S. 96). 

Inspection of Register . — ^The Register and the index thereto must be 
kept at the registered office of the company, and be open for inspection 
for not less than two hours per day during business hours by members 
free of charge, and by the general public on payment of is. or such 
less sum as the company prescribes (S. 98). A company may, on 
giving due notice by advertisement, close its Register for a total period 
not exceeding thirty days in the year (S. 99). Usually, Registers are 
closed for fourteen days prior to the Annual General Meeting for the 
purpose of preparing the dividend and voting lists. 

Companies whose objects comprise the transaction of business in 
a dominion may, if so authorised by the Articles, keep their Donoinion 
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Branch Registers in that Dominion, but duplicates of such Registers 
must also be kept at the Registered Office of the company (SS. 103 
and 104). 

Any person may demand a copy of the Register, or of any part thereof, 
on payment of 6d. per too words, or fractional part thereof. Such a 
copy must be sent to the person demanding it within ten days after 
the demand is received by the company (S. 98, ss. [2]). 

Posting Share Register . — This is done from the Application and 
Allotment Sheets already described, and from the Call Book for the 
subsequent calls. From these sources, the names, addresses, occupa- 
tions, number of shares with their distinctive numbers, of each share- 
holder are obtained, and also the amounts due on application, allotment, 
and calls. These amounts furnish the debit against each shareholder. 
The Cash Book (or Shareholders’ Cash Book, or loose Application 
and Allotment Sheets, if the issue be a large one) gives details of the 
payments made by shareholders (application, allotment, first call, etc.) 
and the posting of these particulars completes the ciedit side of the 
Share Register. Shares subsequently sold and transferred will be 
posted from the Transfer Register, or Transfer Guard Book, to the 
relative Accounts of the old and new shareholders. The accuracy of 
the Share Register can be tested at any time, seeing that the detail 
balances should tally with the amount of capital the company has 
called up less calls in avt&a.v plus calls paid in advance. 

Annual Return. — It has already been stated (see p. 387) that an 
initial return must be made of a company’s subscribed capital, and of 
any increases thereof. In addition to this every company having 
a share capital must at least once in every year make a list of all persons 
who, on the fourteenth day after the first or only ordinary general 
meeting in the year, are members of the company, and of all persons 
who have ceased to be members since the date of the last return or (in 
the case of the first return) of the incorporation of the company (S. 
108 [i]). 

The list mus. state the names, addresses, and occupations of all the 
past and present members therein mentioned, and the number of 
shares held by each of the existing members at the date of the return, 
specifying shares transferred since the date of the last return (or, 
in the case of the first return, of the incorporation of the company) 
by persons who are still members and have ceased to be members 
respectively and the dates of registration of the transfers, and if the 
names are not arranged in alphabetical order, an index is necessary. 
If stock has been created, the amount of stock held must be stated instead 
of the particulars as to shares (S. 108 [2]). 

The return must also state the address of the registered office, and 
must contain a summary distinguishing between shares issued for cash, 
and shares issued as fully or partly paid up otherwise than in cash, 
and specifying the particulars set out in S. ro8 [3] (a) to (o). 

22 
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Number of Company [Form No. 6^1. 

[Public Company] 

THE COMPANIES ACT, 1929. 

FORM OF ANNUAL RETURN OF A COMPANY HAVING A SHARE 

capital. — ^ Compauies 

Regibtr.itiaii 
Fee Stamp 
of 5s. 
mubt be 
impressed 
here. 

Annual Return of Limited, made up to 

THE .... DAY OF 19. . (BEING THE FOURTEENTH DAY AFTER THE 

DATE OF THE FiRST OR ONLY ORDINARY GENERAL MEETING IN 1 9..). 

The Address of the Registered OfEce of the Company is as follows : — 


As required by Part IV of the Companies Act, 1929 
(Section io8). 



Summary of Share Capital and Shares. 


Nominal Share Capital, £ divided into*--^ ‘ ‘ ‘ ’ ' j'Shares of . . 

Total Number of Shares taken up* to the .... day of ,19 . , being the f T 

date of the Return (which Number must agree with the Total shown 111 the-< 

List as held by existing Members) , . . . L 

Number of Shares issued subject to pay^Bent wholly in Cash 

Number of Shares issued as fully paid up otherwise than in Cash 

Number of Sliares issued as partly paid up to the extent of per Share"! 

otherwise than in Cash / • 

[•Number of Shares (if any) issued at a discount 

tNuniber of Shares (if any) issued at a discount 

Total amount of discount on the issue of Shares which has not been written on\ 

at the date of this Retuiu • • J * 

tThere has been called up on each of Shares • • £ 

t'Thcre has been called up on e/tc!/ of Sliares 7 

tThere has been called up on CfifA of Shaies ..7 

sTotal Amount of Calls received, including Payments on Application and' 

Allotment . . . . 

Total Amount (if any) agreed to be considered as paid on Shares' 

which have been issued as fully paid up otherwise than in Cash 

Total Amount (if any) agreed to be considered as paid on Shares' 

which have been issued as partly paid up to the extent of per 

Share otherwise than in Cash 

Total Amount of CalU unpaid ^ 

Total Amount of the sums (if any) paid by way of Commission in respect of 
any Shares or Debentiues 01 allowed by way of Discount m respect of any }■£ 

Debentures since the date of the last Return J 

Total Number of Shares forfeited 




. each 
. each 


£ 


Total Amount paid (if any) on Shares forfeited 


Total Amount of Sliares for which Share Warrants to Bearer are outstanding 
Total Amount of Share Warrants to Bearer issued and surrendered /Issued £ 

respectively since the date of the last Return . . . \Surrendeied £ 

Number of Shares comprised in eacli Share Wairant to Bearer 

Total Amount of the Indebtedness of the Company in respect of all Mortgages'] 
and Charges of the kind whicii are required (or, m the case of a Company I 
registered in Scotland, which, if the Company had been registered in England, y£ 
would, be required) to be roistered wito the Registrar of Companies under j 
The Companies Act, 1939 J 


i 


NoTE.-^-Banlung Companies must add a list of all their places of business. 

* Where there are Shares of difTerent Uuds or amounts (e.g. Preference and Ordinary, or£i and 
IS.), state the number and nominal values separately. 

\ If the Shares are of different kinds, state them separately. 

i Wheie various amounts have been called, or there are Shares of difierent Kinds, state them 
separately. 

§ Include what has been received on forfeited as well as on existing Shares. 

The Return must be signed, at the endy by a Director or by the Manager 
or Secretary of the Company. 
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The return must also (except where the company is a private 
company) include a written copy of the last Balance Sheet, auditor’s 
report, and other documents required by law to be annexed to the 
Balance Sheet. A copy of the Profit and Loss Account is not required 
(s. no [3]). 

This list and summary must be completed within twenty-eight 
days after the first or only general meeting in the year, and the company 
must forthwith forward to the Registrar of Companies a copy signed by 
a Director or by the Manager or by the Secretary of the company 
(S. no [i]). The filing fee payable to the Registrar is 5s. 

The information required by the Act, and the method of presenting 
it, is explained on pp. 322-324 . 

The Copy of the Balance Sheet, which forms part of the return, is 
not recjuired in the case of private companies, though they are not 
otherwise exempt from filing the return. But, by S. in, private 
companies must accompany the annual return with a certificate signed 
by a Director or the Secretary stating that no public offer of shares or 
debentures has been made, and that, should the members exceed fifty 
in number, the excess is composed of employees or ex-employees. 

A copy of the return as filed is made at the end of the Register of 
Members, but in large companies a duplicate copy is usually made on 
the official Form 6a used for the return^ and is then bound up with 
previous returns in book form. 

No return need be filed after the statutory meeting. 

Minute Books. — By S. 120 every company shall cause minutes of 
all proceedings of general meetings and of its directors or managers 
to be entered in books kept for that purpose. Any minutes made therein 
purporting to be signed by the chairman of the meeting, or by the 
chairman of the next succeeding meeting, shall be evidence of the 
proceedings. Until the contrary is proved, every meeting whereof 
minutes have been so made shall be deemed to have been duly held 
and convened, and all proceedings to have been duly had, and all 
appointments of directors, managers, or liquidators to be valid. 

Eminent counsel have advised that the words “ Books of the 
Company ” to which, under S. 134, auditors have right of access, 
include the Minute Books and Letter Books. 

The minute books of general meetings are open to the inspection 
of any member during business hours, subject to such reasonable 
restrictions as the company may by its articles or in general meeting 
impose, but so that not less than two hours in each day are allowed 
for inspection. Any member may obtain a copy at a charge not 
exceeding fid. per hundred words (S. 121). 

Register of Directors and Managers. — By S. 144, every company 
shall keep at its registered office a register containing the names and 
addresses and occupations of its directors or managers, and send to 
the Registrar of Companies a copy thereof, within fourteen days of 



326 HIGHER BOOK-KEEPING AND ACCOUNTS 

the appointment of the first directors or of any change in the 
particulars. 

Register of Mortgages and Charges. — By S. 79 (i), every mort- 
gage or charge created by a company (a) for the purpose of securing 
a debenture issue ; or (b) on uncalled share capital ; or (c) by an 
instrument which, if executed by a private person, would require 
to be registered as a bill of sale ; or (d) on any land or interest therein ; 
or (e) on any book debts ; or (/) being a floating charge on the under- 
taking or property of the company; or (g) a charge on unpaid calls; 
or (h) on a ship or any share in a ship; or (f) on goodwill, on a patent 
or licence under a patent, on a trademark, or on a copyright or a licence 
unde- a copyright, is void as a security against the liquidator or any 
creditor of the company unless the instrument (if any) and prescribed 
particulars of the mortgage or charge is delivered to the Registrar for 
registration within twenty-one days after the date of its creation. 
That is, in the event of liquidation, or against an execution creditor, 
the lenders under an unregistered mortgage or charge are merely 
unsecured creditors. But on failure to register, the moneys secured 
by such a mortgage or charge immediately become payable. 

The Registrar must keep in the prescribed form a register for each 
company of such mortgages and charges, and enter therein the date of 
creation of every such mortgage or charge, the amount secured by it, 
short particulars of the property mortgaged or charged, and the names 
of the mortgagees or persons entitled to the charge (S. 83 [i]). This 
Register forms part of the company’s file at Somerset House, and anyone 
may inspect it on payment of is, (S. 82 [3]), 

The Registrar must give a certificate of any mortgage or charge 
registered by him, and this certificate is conclusive evidence that the 
requirements of the Act as to registration have been complied with 
(S.82[2]). _ .... 

The Registrar must keep a chronological index m the prescribed 
form and with the prescribed particulars of the mortgages or charges 
registered with him under the Act (S. 82 [4]). 

By S. 88, evefy limited company must keep a register of mortgages 
and enter therein all mortgages and charges specifically affecting 
property of the company and all floating charges, giving in each case 
similar particulars to those the Registrar is required, by S. 82 [i], to 
enter in his register. A form of this register is shown on p. 327. 

This company’s register, together with copies of instruments 
creating any mortgage or charge, must be kept open for inspection 
at all reasonable times by any creditor or member of the company 
without charge, and the register itself for the inspection of any other 
person at a fee not exceeding is. per inspection (S. 89). 

It will be seen that the registration of mortgages or charges is a 
double one : registration both by the company and the Registrar. 
The object of registration is to ensure that the creditors of a company 
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get due notice of the creation of all charges on the company’s assets. 
When a charge is paid off, a Memorandum of Satisfaction in the pre- 
scribed form should be filed with the Registrar, who will duly note 
the fact (S. 84). 

Register of Stockholders. — ^Where stock has been issued it 
is necessary to keep a register of the holders, and of the shares converted 
into stock {see p. 328). 

Register of Probates. — This is a Register used to record brief 
details of probates and letters of administration, etc,, respecting the 
estates of deceased shareholders. A fee of 2s. 6d. is usually charged by 
companies for registration. 

Register of Debenture Holders. — Since debenture holders are 
not members of the company, it is not compulsory to keep this book, 
but it is the usual practice so to do. The Register contains particulars 
of the names and addresses of the debenture holders together with 
particulars of their holdings. If the debentures are not fully paid, 
the Register must contain accommodation for the cash transactions 
between the company and the holders. If kept, the Register is open 
to inspection by debenture holders and shareholders, and copies may 
be demanded on payment of the prescribed fee. Any debenture holder 
or shareholder may obtain a copy of any trust deed securing deben- 
tures on payment of the prescribed fee (S. 73). A form of this Register 
is shown on p. 328. 

The Register of Debenture Holders is posted from the Deben- 
ture Application and Allotment Sheets, and from the Debenture 
Cash Book, or, in small issues, the Cash Book proper. Changes 
of ownership are recorded in, and posted from, the Debenture 
Transfer Register {Transfer Guard Book). This latter register is 
similar in principle to the Share Transfer Register and need not be 
illustrated here. 

Register of Debenture Stockholders. — If debenture stock has 
been issued, a register identical in principle to the Stock Holders 
Register given on p. 327 must be kept. Columns are provided in this 
register for details of the debenture stock acquired, number of the 
certificate, stock transferred or redeemed, and for showing the balance 
of stock still held. 

Register of Sealed Documents.— In this register are recorded 
brief details of all documents that have been sealed by the company 
{see p. 280). 

Register of Transfers.— A Register of Transfers is not com- 
pulsory, except in the case of Parliamentary companies, but it is neces- 
sary that a proper record should be kept of all transfers accepted by 
the company. A form of Register is given on p. 331. 

Separate registers should be kept for each class of share. In small 
companies provision is usually made for the Register of Transfers 
at the end of the Share Ledger. 
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It is, perhaps, more usual in these days to keep a Transfer Guard 
Book, in which the actual transfer deeds are pasted in numerical 
order. The numbers of the old and new certificates, the distinctive 
numbers of the shares, and the folios of the members are noted 
on the transfer, and the posting is then made direct from the deeds 
to the Share Register. Another modern practice is to file transfers 
in a loose-leaf binding case. Debenture transfers are dealt with on 
precisely similar lines to share transfers, and no further illustration 
need be given. Separate registers must be kept for each class of share 
or debenture. 

Share and Stock Transfers. — All securities can be transferred 
on sale whether they be inscribed, registered, or bearer securities, 
although in the last-mentioned case ownership usually passes by mere 
delivery. Every member of a limited company has a statutory right 
to transfer his shares subject to any restrictions on transfer imposed 
by the Articles. In private companies there must be such restrictions. 
In the absence of power in the Articles, directors have no right to 
refuse to register transfers (Wesio 7 t’s case [L.R. 4 Ch. 30]). Where 
discretionary power exists, Directors may decline to register transfers 
without giving any reason. But such powers must be exercised for 
the benefit of the company and not for individuals {Bennett’s case 
[1854]). The Stock Exchange will not grant a quotation to any company 
possessing power to refuse transfers. 

In connection with transfers, Lindley, L.J., in Taylor, Phillips & 
Rickard's Case [1897], said : “ The word share does not denote rights 
only — it denotes obligations also ; and when a member transfers his 
share he transfers all his rights and obligations as a shareholder as from 
the date of transfer. He does not transfer his rights to dividends * or 
bonuses already declared, nor does he transfer liabilities in respect 
of calls already made ; but he transfers his rights to future payments 
and his liabilities to future calls.” 

On the death of a shareholder, his shares automatically pass to 
his executor or administrator as personal estate. The estate is liable 
for uncalled liability, but the executor is under no personal liability 
unless he requests to be placed on the register [Buchan’s case [1879]). 
For these reasons executors very rarely register,! as, in their representa- 
tive capacity, they can execute transfers upon sale of the shares after 
registration of probate with the company. On the death of a joint 
holder, the shares vest in the survivor, and a death certificate will be 
accepted by the company as sufficient evidence. On bankruptcy, 

* But shares transferred on the Stock Exchange after the dividend has been 
declared or paid but before such shares are, by the Stock Exchange Rules, 
quoted ex dio. , transfer to the purchaser the right to the dividend, which must 
be paid over to him by the vendor. 

t In some cases, the Articles empower the directors to compel representative 
holders to register the shares in their own or a nominee’s name. 
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the debtor’s shares are in the disposition of the trustee, who can transfer 
them on the same conditions as the bankrupt could have done, or he 
can disclaim any shares on which there is a liability for uncalled capital. 

Foitn of Transfer. — A transfer must be in writing (S. 63). The 
particular form of transfer prescribed by the company’s Articles must 
be used. Sometimes the form of transfer is set out in the Articles 
(Table A, clause 18, gives a form of transfer). In the great majority of 
cases, the common form of transfer given on p. 333 is accepted. 

This common form transfer can be obtained from any law stationer. 
Its use is compulsory if a Stock Exchange quotation is to be obtained. 
Companies will not accept transfers which deal with more than one 
class of share. Transfers sent for registration must be accompanied 
by the relative share certificates, and the transfer fee which, usually, 
is 2S. 6d. per deed. Transfer fees are posted to a “ Transfer Fee 
Account ” in the Ledger, and duly appear, in a single total, on the 
credit side of the Profit and Loss Account. 

Transfer Fees Book . — In large companies, where dealings in the 
shares are numerous, a Transfer Fees Book, ruled as under, is kept 
to record the receipt of transfer fees. The totals from this book are 
entered at intervals in the General Cash Book. In some cases, the 
transfer work is handed over to an outside Registrar, in which case 
the fees go to him in whole or part payment for his services. When 
that is so, no entries for transfer fees are made in the company’s books. 


TRANSFER PEES BOOK. 
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£ 
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Transfer Stamp Duties. — Transfers are subject to the payment of 
an ad valorem stamp duty, and companies are under a statutory obliga- 
tion to see that transfers are duly stamped. Stamps must be impressed 
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SHARE TRANSFER. 

I, Oioen Jones, of Llantrysant, Fanner, in consideration of 
the sum of Two thousand pounds paid by Henry 

Norman, of 1754 Cannon Street, E.C., in the City of London, 
Chartered Accountant, hereinafter called the said Transferee, 

®0 hereby bargain, sell, assign and transfer to the said Trans- 
feree : — Two thousand (3,000) fully paid shares of one pound each, 
numbered 72096 to 74095 inclusive, of and in the undertaking 
called Grant, Wood and Company, Limited. 

Ho boI 5 unto the said Transferee, his Executors, Administrators 
and Assigns, subject to the several conditions on which I held 
the same immediately before the execution hereof ; and I the 
said Transferee do hereby agree to accept and take the said 
Shares subject to the conditions aforesaid. 

£l0 imiitncSS our Hands and Seals, this fifth day of March, in the 
■year of our Lord One thousand nine hundred and 


2 


Signed, sealed, and delivered, by the above 
named Owen Jones, in the presence of 

rSiguature,* Michael MacgilUcuddy. 

< Address, Llantrysant, Wales. 
Inoccupation, Farm Bailif. 

Signed, sealed, and delivered, by the above 
named Henry Norman, in the presence of 

{ Signature,* N. Howell, 

Address, 1754 Cannon Street, London, E.C. 
Occupation, Audit Clerk. 

Signed, sealed, and delivered, by the above 
named in the presence of 

{ Signature * 

Address 

Occupation 

Signed, sealed, and delivered, by the above 
named in the presence of 

{ Signature * 

Address 

Occupation 


OwBN Jones. 


H. Norman, 






Note. — The Consideration-money set forth in a transfer may differ from that which the first 
Seller will receive, owing to subsales by the original Buyer ; the Stamp Act requires that in such 
cases the Consideration-money paid by the Sub-purchaser shall be the one inserted in the Deed, as 
legulating the ad valorem Duty; the following is the Clause in question : — 

“ Where a Person having contracted for the purchase of any property, but not having ob- 
tained a Conveyance thereof, contracts to sell the same to any other Person, and the Property 
is, m consequence, conveyed immediately to the Sub-purchascr, the Conveyance is to be charged 
with ad valorem Duty in respect of the Consideration moving from the Sub-purchaser ” — 
[54 & 55 Vic., cap. 39 (1891), section 58, sub-section 4J, 

INSTRUCTIONS FOR EXECUTING TRANSFERS. 

* When a transfer ts executed out of Great Britam, it is recommended that the Signatures be attested 
by H,M. Consul or Vice-Consul, a Clergyman, Magistrate, Notan' Public, or by some other person 
holding a public position — as most Companies refuse to recognise Stgru-itures not so attested. When a 
witness is a Female she must state whether she is a Spinster, W^e, or Widow : and tf a Wife she must 
give her Husband's Name, A ddress, and Quality, Profession, or Occupation, The Date must be inserted 
tn Words and not in Figures. 
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Over £300, the duty is los. for every additional ^50 or fraction 
thereof. Unless these duties are paid within thirty days of execution 
a penalty is incurred. 

If a transfer operates as a gift, or in discharge of a debt, the 
statutory ad valorem duty is payable on a value to be agreed between 
the transferor and the Inland Revenue ; and an “ adjudication ” 
stamp must be impressed, as otherwise the transfer is not duly 
stamped. 

Nominal Consideration . — Where a transfer is not made on sale 
or gift, e.g. where an executor transfers shares to a legatee to whom 
they have been bequeathed, or a nominee transfers shares to the person 
for whom he holds them, it is usual to insert a nominal consideration 
of los., and a los. stamp only is required. Persons registering a 
transfer not duly stamped are liable to penalties, and such transfers 
will not be accepted in evidence in civil proceedings. 

Liability of Parties to a Transfer. — The Articles usually 
empower the directors to refuse to register a transfer of shares upon 
which ail calls have not been fully satisfied. If there are any unpaid 
calls on shares forming the subject-matter of a transfer, the transferor 
is liable until the transfer has actually been registered. Under S. 157, 
there is also a contingent liability after registration. If liquidation 
supervenes within one year of the registration, the transferor is liable 
for unpaid calls as a “ B ” Contributory, if the “ A ” List of Con- 
tributories has been exhausted, and the person to whom he transferred 
his shares fails to meet his liability for the unpaid calls, and debts of 
the company outstanding when the transferor ceased to be a member 
of the company still remain undischarged. 

Scrutiny of Transfers. — ^All transfers before being passed are 
carefully checked as to date, stamp duty, signatures, witnesses, dis- 
tinctive number of shares, etc. Alterations must be initialled by all 
parties. As a precaution against fraud, the transferor is usually notified 
of the lodgment of the transfer, and a record of such notifications is 
kept in a Notice of Transfers Lodged Book. If the Directors approve 
the transfer, a resolution to that effect is passed, and the transfer is 
recorded in the Transfer Register or filed in a Guard Book, initialled 
by the chairman, and duly posted to the Share Ledger. In due course 
a new certificate is sealed and forwarded to the transferee. 

If a company refuses to register a transfer, it must, within two 
months after the date on which the transfer was lodged with the 
company, send to the transferee notice of the refusal (S. 66). 

Balance Tickets. — ^When cerrificates are lodged embracing more 
shares than are necessary to satisfy a transfer, a Balance Ticket is 
issued to the transferor. Balance Tickets are issued free. They form 
temporary certificates, are accepted on the Stock Exchange, and enable 
the transferor to deal with the balance of his holding. In due course, 
they are exchanged, on payment of is. fee, for definitive certificates, 
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the old certificates being cancelled. Particulars of such transactions 
are recorded in the Register of Certifications and Balance Tickets. 

The usual form of Balance Ticket is as follows ; — 


Ravarys, limited. 


Received from 


London, 

SPENCEa House, 

South Place, E.C. 2. 

ih-.. 


Share Certificate No in favour of 

for shares in the above Company, deposited against a Transfer 

for shares. 

Balance of shares remaining 

(Signed) 

Registrar. 

N.B. — Transfer hours : 11.30 to 2.30, Saturdays excepted. 

Blank Transfer. — A blank transfer is a transfer executed by the 
transferor only, no transferee being named, and no date inserted in 
the transfer. Such a transfer attached to the relative certificate is 
frequently deposited as equitable security for a loan — the intention 
being that the transferor shall, when the agreed event happens, fill 
in his name, or a purchaser’s, and so complete the document. But 
it is no protection against a fraudulent transferor who, representing 
to the company that the certificate has been lost, obtains a fresh certi- 
ficate and then sells the shares. To make the security complete it 
is well for the lender to serve upon the company a notice in lieu, 0/ 
distringas. This ensures that, if any attempt is made by the transferor 
to transfer the shares elsewhere, the company must give to the mort- 
gagee notice of the fact. The lender can at any time within eight 
days of the receipt of the notice apply to the Court for an order to 
prevent the transfer. Where a transfer must by the Articles be by 
deed, a blank transfer is useless, for as a deed it is void. In that 
case the borrower should execute a power of attorney, authorising 
the lender to execute a transfer in the borrower’s name, to “ sign, 
seal, and by his act and deed deliver ” a transfer of the shares. The 
notice in lieu of distringas should also be given. 

Certification. — The transferor, or his broker, may complete the 
transfer form so far as the transferor is concerned, and lodge it with 
the relative certificate at the company’s office for “ certification.” 
After seeing that the certificate and transfer arc pritna facie in order, 
the Secretary or Registrar will then impress on the transfer, by means 
of a rubber stamp, a certificate that a share certificate covering the 
shares to be transferred has been lodged with the company. 
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Ravarys, Limited. 


A certificate of the within mentioned 
the Company's office. 


(Signed) 


shares has been lodged at 


Secretary. 


The transier form so certified is accepted by the transferee as 
sufficient evidence of title, since the company retains the share 
certificate. 

In the case of quoted shares, certification may be done by the Secre- 
tary of the Stock Exchange. 

Forged Transfers. — A transferee under a forged transfer obtains 
no rights over the subject-matter of the transfer. But if acting upon 
a forged transfer, a company issues to the transferee a certificate, 
then any person who acts on the faith of it and suffers damage is 
entitled to be compensated by the company {BloomejithaV s case, [1897]). 
The true owner of shares transferred upon a forged transfer is entitled 
to have his name restored to the Register as owner of the shares. It 
is not the registration of the transferee’s name that gives the right to 
compensation, but the issue of the certificate, which is prima-facie 
evidence of title to the shares, and upon which a person is entitled to 
act. Many companies protect themselves against loss through forged 
transfers by taking out a Lloyd’s policy of insurance, or it may build 
up a Fund, under the Forged Transfer Acts, for the purpose. 

Debenture Transfers. — The transfer of debentures is subject 
to the same regulations, stamp duties, and registration fees as is the 
transfer of shares. A Debenture Transfer Register is kept to record 
such transfers, which are effected on principles identical with those 
already described. Debentures can only be transferred for the fixed 
sums they represent, e.g. ^£50, ;£ioo, etc. Debenture stock on the 
other hand can be transferred in any sum. 


EXAMINATION QUESTION 

What is a mortgage ? What records are necessary in the case of a limited 
company which has mortgaged its freehold property ? {Royal Society Arts.) 

Solution. 

Definition. — A mortgage is a conditional transfer of property made by 
a borrower to secure the repayment of a sum of money at a fixed date, 
together, usually, with interest thereon. In other words, it is security given 
by a borrower of money to the lender to cover a loan. 

Statistical Records. — A brief description of the property charged, the 
amount of the charge, and the names and addresses of the mortgagees must 
be entered in the Register of Mortgages kept at the registered office of the 
company, as required by S. 88. Similar particulars must also be sent to 
the Registrar of Joint Stock Companies within twenty-one days for regis- 
tration in the company’s file at Somerset House (S. 80). 

Financial Records. — The cash received from the lender must be debited, 
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on receipt, in the Cash Book, and posted therefrom to the credit of the 
Mortgage Account. Notes should be made as part of the heading of the 
Account, recording the due date, the rate of interest payable, and the dates 
upon which it is payable. Notes should also be made as part of the Ledger 
headings of the asset accounts charged under the mortgage. 

Company Meetings. — Distinctive names are given to the meetings 
which may, or must, be held by limited companies : — 

Statutory Meeting. — This is provided for by S. 113. It is usually 
the first meeting held. Every limited company, other than a private 
company, must hold this meeting (unless limited by guarantee without 
a share capital) not less than one month or more than three months 
from the date when the company is authorised to commence business. 
Seven clear days before the meeting, a Statutory Report, in the pre- 
scribed form, must be sent to ail members, and a copy be filed with 
the Registrar. This report and the procedure at the meeting are 
discussed in detail on p. The object of the meeting is to afford 

shareholders an opportunity to discuss any matter arising out of the 
formation of the company, and the company’s prospects. 

Annual General Meeting. — Every company must hold at least one 
ordinary meeting in every calendar year (S. 112). This ordinary 
general meeting must be held, under penalty if it be not held, not more 
than fifteen months after the preceding ordinary general meeting. 
The statutory meeting is not an ordinary general meeting. At this’ 
meeting, the notice convening the meeting is read, the accounts 
are presented, and the Auditors’ Report thereon is read. If the 
meeting approves the accounts they are passed, and the dividends 
(if any) proposed to be paid by the Directors are declared. Retiring 
Directors and Auditors are re-appointed or the vacancies otherwise 
filled. The regulations for calling and conducting these meetings 
are contained in the company’s Articles, These meetings are 
termed Ordinary Meetings, and the business transacted thereat is 
Ordinary Business. The Articles usually specify the business that 
is to be considered ordinary business. Business outside this speci- 
fication is deemed to be Special Business, and in order to transact 
special business particulars of its nature must be given in the notice 
convening the meeting. Seven clear days’ notice of ordinary meetings 
is usually required by the Articles to be given, and, generally, the 
notice must be accompanied by a copy of the annual accounts (except 
in the case of a private company, unless its Articles require accounts 
to be sent). Only shareholders, or their proxies (if the Articles so 
provide), are entitled to attend and vote. If default is made in calling 
this meeting, the Court may call it upon application of any member 
of the company. The majority of Articles provide that if the directors 
default in calling an annual general meeting two members may convene 
it. The auditor may attend if accounts which he has audited are to 
be laid before the meeting (S. 134 [3]). 

23 
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Exiraordinmy General Meetings. — Meetings other than those 
described above are termed Extraordinary General Meetings. These 
may be called when desirable by the Directors, and must be called 
when requisitioned by the holders of not less than one-tenth of such 
of the paid-up capital of the company as at the date of the deposit of 
the requisition carries the right of voting at general meetings (S. 114). 
Where there are no special Articles to meet the case two or more members 
holding not less than one-tenth of the issued share capital can convene 
a meeting (S. 115). The Articles usually provide that all business 
transacted at an extraordinary meeting is to be deemed special, that 
full particulars of the business to be transacted must appear in the 
notice convening the meeting, and that no other business than that 
mentioned shall be transacted at the meeting. Debenture holders are 
not entitled to attend these meetings, neither, as a general rule under 
the Articles, are preference shareholders. 

Company Resolutions. — Company resolutions are of three kinds : 
(a) Ordinary resolutions, (J) Extraordinary resolutions, (c) Special 
resolutions. 

(a) Ordinary Resolutions. — ^These are resolutions passed on a show 
of hands or a poll by simple majority of those present, voting person- 
ally or by proxy, if the Articles allow of proxies. Such resolutions 
suffice for the ordinary business of an annual meeting, e.g. the adop- 
tion of the Report and Accounts, and declaration of dividend, election 
of Auditors, etc., and, subject to the Articles, for alterations of 
capital under S. 50 {see p. 270). 

{b) Extraordinary Resolutions. — These are passed by a majority 
of not less than three-fourths of such members as, being entitled so 
to do, vote in person or, where proxies are allowed, by proxy, at a 
general meeting of which notice specifying the intention to propose 
the resolution as an extraordinary resolution has been duly given 
(S. 1 17 [i]). These resolutions are used for winding up an insolvent 
company voluntarily, to compromise with creditors in voluntary 
liquidation, and for other specified purposes. 

(c) Special Resolutions. — ^These are passed by such a majority as 
is required for the passing of an extraordinary resolution at a general 
meeting of which not less than twenty-one days’ notice, specifying 
the intention to propose the resolution as a special resolution, has 
been duly given. If all the members entitled to attend and vote at 
such a meeting so agree, however, a resolution may be proposed and 
passed as a special resolution at a meeting of which less than twenty- 
one days’ notice has been given (S. 117 [3]). These resolutions are 
passed to alter the Articles; reduce paid-up capital (with consent of 
the Court); change the name of the company (with leave of the 
Board of Trade) ; wind up by the Court, and for many other purposes. 

Printed copies of all extraordinary and special resolutions must 
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be filed with the Registrar within fifteen days of the date when they 
were passed (S. 118). 

A declaration by the chairman of the meeting that a resolution has 
been carried is conclusive, unless the decision is challenged and a poll 
demanded (S. 117 [3]). 

Poll. — A poll is an appeal to the general body of shareholders on 
some specified matter or proposal. 

The regulations concerning the demand for, and conduct of, a 
poll are usually set forth in the Articles. Usually, a poll must be 
demanded by a stated number of members, say five. Under Table A, 
a poll may be demanded by three members, or by one or two members 
if that member or those two members together hold not less than 
15 per cent, of the paid-up capital. If the Articles make no provision 
and Table A is excluded, it would appear that any shareholder may 
demand a poll. The chairman of the meeting at which a poll is 
demanded decides the date of the poll, and the manner of conducting 
it. Usually, sheets of foolscap are ruled with (i) a column for the 
signature of members, and (3) and (3) columns “ For ” and “ Against ” 
the resolution. Members record their votes by inserting in one of 
these columns the number of shares they hold. These sheets are 
checked with the Register of Members, and the result of the voting is 
afterwards announced by the chairman. 

Voting. — The Articles of Association almost invariably define 
the voting power attached to a company’s shares. If there are no 
regulations as to voting. Table A, unless expressly excluded, applies 
to companies registered since its promulgation. In the event of 
Table A being excluded, and no provision appearing in the Articles, 
each member has one vote in respect of each share or each ten pounds 
of stock held by him (S. 115 [i/]). Article 54 of revised Table A 
provides that every member shall have one vote on a show of hands, 
and on a poll one vote for every share held by him. The great majority 
of companies adopt similar regulations. Table A confers the right of 
a casting vote on the chairman of a meeting, but if Table A does not 
apply and the Articles are silent it would appear that no such right 
exists (Nelly. Longbottom, [1894] i Q.B. 767). 

Proxies.— A shareholder may appoint a person to represent him 
at meetings, and practically to act as his agent. The word “ proxy ” 
is commonly applied both to the person appointed and to the instrument 
by which he is appointed. The Articles contain regulations as to 
proxies, and most Articles declare that persons appointed to act as 
proxies must themselves be members of the company, except in the 
case of proxies appointed to represent another company or corpora- 
tion. Usually, proxies must be deposited forty-eight hours before 
the meeting at which they are to be used is held. It is usual to name 
three persons in the proxy form, in case one or other of the persons 
named is unable to attend the meeting. Proxies must bear a penny 
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stamp, if for use on one occasion only, but if the proxy is a General 
Proxy a ten-shilling stamp is required. Proxies must not be reckoned 
as part of a quorum. 

Quorum. — A quorum is the minimum number of shareholders 
that must be present in order to constitute a meeting a valid meeting. 
The number &ed by most Articles is three, and this is also the quorum 
fixed by Table A {Art. 45). If Table A is excluded, the quorum for 
a private company is two members, any other company three members, 
personally present (S. 115 

Inspection. — On the application of members holding not less than 
one-tenth of the shares issued (Banking Company one-third),' the 
Board of Trade may appoint Inspectors to investigate and report upon 
the affairs of a company in such manner as the Board directs. Inspectors 
so appointed can examine the officers and agents of the company on 
oath. Refusal to yield up to the inspectors books, documents or 
information may result in the same penalties as contempt of court 
(S. 13s). If from the Report the Board considers that any person 
has been guilty of a criminal offence against the company, the Board 
must refer the matter to the Director of Public Prosecutions (S. 136). 
A company may by special resolution appoint inspectors, who have 
the same powers and duties as those appointed by the Board of Trade, 
except that their report is made as directed by a general meeting 

(s. 137). 


EXAMINATION QUESTIONS. 

1. What particulars must the register of members of a company con- 
tain? What are the provisions of the Companies Act, 1929, with regard to 
(a) inspection, (6) obtaining copies of the register? {Incorporated Accountants.) 

2 . The officials of limited companies are under obligation to file certain 
returns with the Registrar of Joint Stock Companies. Are any of these 
returns of a financial nature ? If so, briefly describe them. {Royal Society 
Arts.) 

3 . What statutory books are compulsory for use by a limited liability 
company ? Give a short statement as to what is required to be entered in 
each book. {Chartered Accountants!) 

4 . What are the returns required under the Act to be filed at the office 
of the Registrar of Joint Stock Companies ; and what other documents would 
you expect to find on the file ? {Chartered Accountants.) 

5 . For what purposes are the following books kept, as applied to a limited 

company : {a) Allotment Book ; {b) Register of Members ; (c) Minute 

Book ; {d) Register of Mortgages ? {Chartered Accountants.) 

6. Briefly describe the uses and contents of the undermentioned registers 
as employed by limited companies. 

State the occasions, if any, upon which the auditor is concerned with them ; 
(a) Register of Probates ; {h) Register of Mortgages ; (c) Register of Balance 
Certificates ; {d) Register of Sealed Documents. {Chartered Accountants!) 

7 . Robert Coe, of Fairvale, Somerset, potato grower, applied on 
January i, 19.., for 1,000 shares in the Erratic Motor Omnibus Company, 
Ltd,, issued at par, paying zs. per share on application. 
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These i,ooo shares were allotted to him on January 3, 19.,, numbered 
18036s to 181364, and he duly paid the allotment instalment of 8s. per share 
on January 4th. 

On January sth he bought a fuither i,ooo shares, los. paid, numbered 
34062 to 35061 on the Stock Exchange at the price of 113. per share, free 
of stamps and brokerage, the transfer for the same being lodged with the 
Company on January 5th, and approved by the Board the same day. 

On January i6th he paid the first call of los. a share on his 2,000 shares, 
thus making them fully paid. 

On February sth he sold the whole of his holding on the Stock Exchange 
at i8s. per share, free of stamps and brokerage, the transfer being lodged 
with the Company and approved by the Board on February loth. 

Show a ruling of a Share Ledger and a Transfer Register for the Company, 
inserting in the latter the details of the foregoing transactions as far as they 
apply, and giving in the former R. Coe’s aceount as a member of the Company. 
{London Chamber Commerce^ 

8. On November nth, J. B. Clark, of Altwood Road, Bray, applied for 
1,000 £r 6 % Preference Shaies in the Marne Mining Co., Ltd., and paid 
2S. 6d. per share upon application. These shares were allotted to him by 
resolution of the Directors on November i6th, and were numbered 5490 
to 6489. On November i8th he forwarded a cheque to the Company’s 
Bankers for the amount due on allotment, viz. 5s. per share. On December i8th 
he paid to the Company’s Bankers the first and final call of 12s. 6d. per share. 
On December 24th he sold 500 shares (numbered 5490 to 5989) at 255. per 
share to A. Chatenay, The Chestnuts, Dovei, the transfer for which was duly 
approved by the Directors on December 31st. 

You are required to show the entiies necessary to record these transactions 
in the statistical books of the Marne Mining Co., Ltd. [Royal Society Arts.) 

9 . State the various kinds of meetings of shareholders and the rules 
relating to each. [Royal Society Arts) 

, 10 . What statutory obligations are imposed upon limited companies as 
regards the holding of General Meetings ? What rights and remedies are 
given to shareholders in regard to the summoning of General Meetings ? 
[Chartered Accountants) 

11 . What provision is made by the Companies Act, 1929, with respect to 
the convening of Extraordinary General Meetings of a company on the requi- 
sition of shareholders ? [Chartered Accountants) 

12 . How and by whom may a General Meeting of a limited company 
be called, and what voting powers will its members have, where the Articles 
of Association of the company contain no provisions dealing with these 
matters ? [Chartered Accountants) 

13 . What powers has the chairman of a company meeting to adjourn the 
meeting I Can he be compelled to adjourn a meeting ? [Royal Society Arts) 

14 . State briefly the distinctions between an “ ordinary,” "extraordinary,” 
and “ special ” resolution of a company. For what different purposes is a 
special resolution required by statute ? [Chartered Accountants) 

15 . Flas an auditor the right of access to the Board Minute Book of a 
Company to which he has been appointed auditor ? What are the pro- 
visions, if any, of the Companies Act of 1929 in regard thereto? [Central 
Association Accountants) 

le. Define a “ special resolution,” and give two instances where such a 
resolution would be necessary to authorise transactions you are asked to 
certify as auditor to a limited company. [Chartered Accountants) 
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17 . Distinguish between Ordinary and Extraordinary Meetings, referring 
especially to the business capable of being transacted at either. When can 
and must they be held ? (Chartered Institute Secretaries.) 

18 . What is the Annual Return and of what does it consist? When must 
it be made, and wherein do the details required from a public differ from those 
required of private company ? 

19 . In what ways are shares transferred ? What is a blank transfer, and 
how can a lender who has taken a blank transfer as security protect himself 
against a subsequent fraudulent attempt to transfer the shares covered by the 
blank transfer ? 

20 . Discuss the relative positions of a person who has taken a transfer of 
shares under a forged transfer (a) where the company, acting on the forged 
transfer, has issued a share certificate ; (b) where it has not. What is the 
position of the true owner of the shares in either case ? 

21 . What are Balance Tickets ? Is any record made when these documents 
are issued ? 

22 . Describe the process known as Certification of Transfers. 

23 . What is a Poll ? What are the regulations governing the taking of 
Polls and how are they taken ? 

24 . What are the voting powers of members of a company limited by 
shares ? When does the Chairman of a company meeting have a casting vote ? 
What is a Quorum ? 

25 . Must a shareholder always vote in person at a company meeting ? 
If not, in what other way may he record his vote ? Give your answer in as 
full detail as you can. Describe in detail the posting of a Share Register. 

26 . What is a “ Blank Transfer”? How can a loan creditor secure bis 
position when holding a blank transfer? 

27 . The prospectus of the s % War Loan, i92p-47, announced that 
applicants were entitled to have their holdings allotted in any of the following 
forms : (a) Inscribed as Stock ; (b) Registered as Stock ; (c) Bonds to 
Beaier. Explain the meaning of these terms of issue, and clescribe the 
relative advantages and disadvantages of the three classes of security. (Royal 
Society Arts.) 

28 . Prepare “ Statutory Report ” from the following figures -.—Receipts ; 
On allotment of 50,000 shares of £10 each, £137,000. Proceeds sale of old 
building material removed from freehold, £1,742. Advanced on mortgage, 
£47,000. Received in respect of allotment of Debenture Stock (75 % 
of £100,000), £75,000. Payments : Purchase of freehold, £205,000. Paid 
builders on account, £12,600. Paid for Stock in Bond, £24,350. Paid 
salaries, £247. Office and petty expenses, £147. Preliminary expenses to 
date, £2,471. (Chartered Accountants) 

29 . As the auditor of a limited company, you are asked to certify the 
Statutory Report. Upon attending at the company’s office you are furnished 
with the under-mentioned particulars, which you are asked to assemble in the 
statutory form. 

Submit the necessary statement in the form you would be prepared to 
certify, and append your certificate thereto. 

The company was entitled to commence business on January 3, 19... 
The Nominal Capital is 100,000 Ordinary Shares of £i each. The number 
of shares allotted is 72,865, of which (a) 40,000 were issued as fully paid to 
the vendor ; (h) 10,000 were fully called and paid up ; (c) of the balance , 
of the issue, los. per share had been called and paid, except that the first 
call of 2s. 6d. per share on 200 shares remained unpaid. 
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£10,000 had been received in respect of a loan on mortgage of the 
company’s works. 

The payments were as follows ; Vendor, balance of purchase price, 
£S,ooo ; Preliminary Expenses, £1,250, (estimated in the prospectus at 
£1,000) ; Contractors on account ol Freehold Factory, £6,850, less £750 
allowed by them for old building material on site ; Office Salaries, £722 ; 
Directors’ Fees, £150 ; Incidental Expenses, £iSa. Date the report March 5, 
19. ,, and fix a date for the statutory meeting. {Chartered Accountants.) 

30 . Criticise the following Balance Sheet attached to the Annual Return 
of a company submitted to you as auditor for signature, before being sent to 
Somerset House. To what date should such statement be made up? When 
may it be dispensed with? 

BALANCE SHEET, JUNE 30, 19... 

To Share Capital issued— £ 

100,000 Shares of £i each . , 100,000 

„ Debenture Stock 50,000 

„ Credit Balances and Reserve Funds 25,000 

,, Profit and Loss Aceouut 

at June 30th .. .. £2,500 

,, Profit for year . . . . 9,000 

11,500 

Less Dividend paid . . . . 3,000 

6, .500 

£181,500 

{Chartered Accountants.) 

31 . Rule a specimen page for a “ Register of Transfers ” for a limited 
company, and illustrate its working by an example. [Chartered Institute 
Secretaries.) 


By Land<5, Buildings, Plant, Good- £ 
will and Tiade Marks . . . . jao.ooo 

,, Debtor Balances 30,000 

„ Stock 14,000 

,, Cash at Bank and Sundiy Invest- 
ments - . . . . I7j50o 


1,500 



Chapter XI 

JOINT STOCK COMPANIES- 

Company Accountancy 

[Note. — The references aie to the Companies Act, 1929, unless otherwise 
stated.] 

Opening Entries. — When the formalities incidental to the formation 
and registration of a company have been completed, the first task 
awaiting the company book-keeper will be to record the application 
for, and allotment of, shares, and the subsequent calls. The record of 
a share issue in its simplest possible form would be as follows : — 

Illustration. — Dickson.'!, Ltd., offered 50,000 ordinary shares of 
each for subscription at par, payable in full on application (January ist). 
The exact amount of the issue was subscribed, allotted, and duly paid. 


1 JOURNAL, 

Dr. Cr. 


ig. .. 



P.I., 

4 

s. 

d, 

£ 

s. 

d. 

Jan. r 

Sundry Shareholders 

.. Dr. 

2 

50,000 

0 

0 




To Ordinary Share Capital Account 
For 50,000 Ordinary Shares applied 

for and 

3 



50,000 

0 

0 




allotted this day. 











1 CASH BOOK. 

(Debit Side Only.) 


19... 



jWMMB 

Jan. I 

To Cash (Sundry Shareholders) 

H 



2 


LEDGER. 


2 


Sundry Shareholders, 


Dk. 


Cr. 



j. 

£ 


d 1 19. .. 


C.B. 

£ 

s. 

d. 

To Ordinary Share 



1 Jan, 1 

By Cash 

1 

50,000 

0 

0 

Capital . . . . 

I 

50,000 

0 

o| 
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3 ORDINARY SHARE CAPITAL ACCOUNT. 3 


Dk. Ch. 




1 

1 

I 

19... 
Jan. I 

By Sundry Share- 

j. 

i 

s. 




1 

1 


holders 

I 

50,000 

0 


Opening entries of so simple a character as those above are, 
however, improbable. A set of actual figures is therefore given 
below in order to carry the illustration further. 

Illustration. — Uprichards, Ltd., offered the following for public sub- 
scription on January ist : — 

100,000 Ordinary Shares of each. 

20,000 8 % Preference Shares of £5 each. 

1,000 s % Debentures of £100 each. 

The Ordinary Shares were payable : — 

Ss. per share on application. 

Ss. per share on allotment. 

5s. per share one month after allotment. 

SS. per share two months after allotment. 

The 8 % Preference Shares were payable : — 

203 . per share on application. 

30s, per share on allotment. 

SOS. per share one month after allotment. 

The Debentures were payable : — 

£20 per debenture on application. 

£30 per debenture on allotment. 

£50 per debenture one month after allotment. 

The subscription list was closed on January ist with the following 
result : — 

The whole of the Debentures and iS,ooo Preference Shares were 
subscribed, and the Ordinary Shares were over-subscribed to the extent 
of 10,000 shares. The Directors went to allotment on January sth, and 
letters of allotment and regret were posted on the same day, together with 
cheques for the deposits paid on the over-subscribed Ordinary Shares. 
The instalments were all paid on the due dates. 

[Note. — For solution, see pp. 346-350.] 
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OPENING ENTRIES. 
JOURNAL. 


De. 


Cr. 


ig... 
Jan. 5 


•I 5 


Kiib, 5 


5 


Mar, 5 


Applicatiou and AlJotment Account * (Ordinary 

Shares) Dr. 

To Ordinary Share Capital Account . . . . 

Being IQS. per share (5s. on application and 5S. 
on allotment) on ioo,ooo Ordinary Shares of £i 
each allotted as per resolution of Directors, 
dated January 5, 19 .. 


Application and Allotment Account (8 % Pre- 
ference Shares) . . Dr. 

To Preference Share Capital Account 
Being 50s. per share (20s. on application and 30s. 
on allotment) on 18,000 Preference Shares of 
£5 each allotted as per resolution of Directors, 
dated January 5, 19, .. 


Application and Allotment Account (5 % De- 

bentures) Dr. 

To Debentures Account 

Being £50 per debenture {£<io on application and 

£zo on allotment) on 1,000 Debentures of £100 

each allotted as per resolution of Directors, 
dated January 5, 19. .. 


First Call Account (Ordinary Shares) . , . . Dr, 

To Ordinary Share Capita Account 
Being tlie first instalment of 5s, per share on 
100,000 Ordinary Shares made pursuant to the 
conditions of issue. 


First Call Account (Preference Shares) .. Di. 

To Preference Share Capital Account 
Being First and Final Call of 50s. per share on 
18,000 Preference Shares made pursuant to 
the conditions of issue. 


Call Account {5 % Debentures) . . . . . . Dr. 

To Debentures Account 

Being the final instalment of £50 per debenture 
of £100 each pursuant to the conditions of issue. 


Final Call Account (Ordinary Shares) . . Di . 

To Ordinary Share Capital Account 
Being the Final Call of 5s. per share on 100,000 
Ordinary Shares of £i each made pursuant to 
the conditions of Issue. 


L.F. 


s. 

d. 

£ 

s. 

d. 

4 

50,000 

0 

0 








50,000 

0 

0 

5 

45,000 

0 

0 




2 




45,000 

0 

0 

6 

50,000 

0 

0 




3 




50,000 

0 

0 

7 

25,000 

0 

0 




I 




25,000 

0 

0 

8 

45,000 

0 

0 




2 




45,000 

0 

0 

9 

50,000 

0 

0 




3 




50,000 

0 

0 

? 

25,000 

0 

0 




I 




35,000 

0 

0 


♦ Separate “ Application ” and ‘‘Allotment ” Accounts are sometimes opened, but the combined 
account is more usual. 

Note. — It has been stated in some text-books that these Journal entries 
are sometimes dispensed with, and the various capital accounts opened by 
direct posting from the Cash Book, The author has never seen or heard of 
such a practice, and the student will be wise to employ Journal entries as 
set out above. 
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Issue of Shares at a Premium. — A limited company may issue 
debentures at par, i.e. at their exact nominal value, e.g. ^Tioo per £100 
debenture ; or at a discount, e.g. ^98 per ,^100 debenture ; or at a 
premium, e.g. ^102 per debenture. But a limited company 
cannot legally issue its shares at a discount, i.e. for less than their 
nominal or face value {Ooregutn Gold Mining Co. v. Roper, [1892]), 
except under S. 47 (see p. 303), neither can it purchase its own shares 
(Trevor v. Whitworth, [1888]). It may, however, issue shares at any 
premium which their popularity with the investing public can com- 
mand. Thus, e.g., the unissued £i shares of a company paying high 
dividends may be offered to the public at, say, 22s. 6d. or 25s., or 
more, per £1 share. The amount realised above the par value of the 
share is termed tho premium. 

Theoretically, the premium at which the shares are quoted repre- 
sents the estimate made by the money market on the issuing company’s 
ability to earn high profits in the future. This estimate is based partly 
on the amount of undistributed profits held by the company, and 
partly on the value of its goodwill. But there is always the 
possibility that, to an extent, the premium may be artificial owing to 
market operations. 

When a company is so successful that it can command a premium 
on a new issue of shares, the purchasers of the new shares do, in fact, 
pay for admission to a share in the company’s goodwill, as represented 
by its capacity to earn profits in excess of the normal rate. The new 
shareholders are very much in the position of an incoming partner who 
pays a premium for admission to an established business. 

Usually, when a company’s issued shares are quoted at a premium 
and it proceeds to a new issue of shares, the new capital is offered pro 
rata to the existing shareholders in priority to the general public. 
The Application and Allotment Sheets already described and illus- 
trated (see p. 289) will serve equally well for an issue of shares at a 
premium, if a column is added to accommodate the amount of the 
premium due on each allotment. The Share Register needs no altera- 
tion, since no record of the premium paid on the shares is necessary, 
that Register being concerned only with the number and par value of 
the shares held by each member. 

The premiums received on a share issue should be carried to a 
“ Premiums on Ordinary (or Preference) Shares Account,” and should 
be separately stated on the liability side of the Balance Sheet, as a 
capital reserve, and not merged in the general reserve. There would 
appear to be no legal obstacle to the employment of premiums received 
as ordinary revenue, unless such a procedure conflicts with the Articles 
of the company (Re Hoare & Co., [1904]). It is urged, however, that 
premiums, being a capital profit, should be retained to meet capital 
losses, or to increase working capital, and not be treated as part of the 
profits available for the payment of dividends. 
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The entries required for an issue of shares at a premium are set out 
in the following illustration. 

Illustration . — The nominal capital of Uprichards, Ltd., consisted of 
300,000 ordinary shares of £i each, of which 100,000 shares had been 
issued at par and fully paid up. Proving very successful, and needing 
additional working capital, the Company offered for public subscription 
on January ist 50,000 ordinary shares of £i each (being part of their 
unissued nominal capital) at the price of 30s. per share, payable as to 
5S. per share on application, 30S. per share on allotment (including the 
premium of los. per share), and 5s. per share one month after allotment. 
The whole of the new issue was subscribed, and the Directors proceeded 
to allotment on January 6th. All allotment moneys were paid on 
January 8th, and all calls on February 6th. 


ISSUE OF SHARES AT A PREMIUM. 

1 JOURNAL. 

Dit. Cb. 


19... 
Jan. 6 


Fob, 6 


Apnlioatlons and Allotment Account , . . , Dr. 

To Otcimaiy Share Capital Account 
,, Prcnnums on Oidmaiy Shares Account . . 

Being 5s. per share on application, and 20s. per 
share on allotment, including the premium of 
los. per share on 50,000 Ordinary Shares 
allotted as per resolution of Directors, dated 
January 6, 19. .. 


Call Account Dr. 

To Oldinary Share Capital Account 
Being 5s. per share on 50,000 Ordinary Shares of 
ft each in respect of the First aud Fiirnl mst.il- 
inents made as per conditions of issue and 
resolution of Ditectors, dated February 6, 19 . . . 



0 
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Issue of Shares at a Discount. — It is illegal to issue shares at 
a discount within one year after the company becomes entitled to 
commence business, but at any time thereafter, a general meeting may 
resolve that further shares of a class already issued shall be issued at 
a discount. The resolution must state the maximum discount and 
must be sanctioned by the court before being put into operation. 
The court may impose conditions, and the shares must be issued 
within one month after the court has given its sanction, unless the 
court allows a longer period (S. 47). 

The powers thus given by the Act may be useful where a company 
requires further capital at a time when its shares are quoted below 
par, since the existing members or new subscribers naturally would 
not be willing to pay par for new shares under such circumstances 
but might be willing to subscribe at the market price, or at a price 
slightly below market price. 

The entries for the issue of such shares are similar to those for 
the issue of any other shares, until the last call is made. It is sub- 
mitted that the discount should not be credited to the members except 
















CASH BOOKs 



PremiunK on Shares Accouat 25,000 
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that an entry must be made debiting Discount on Shares Account and 
crediting Share Capital. It is submitted that this entry should be 
made preferably at the date of allotment so that a Balance Sheet 
drawn up after this date, but before further calls are made, would 
show as an asset so much of the discount as had not been written off. 

The Journal Entry would be; — 

Discount on Shares Account Dr. =;oo ^ 

To Share Capital Account joo 

Discount of 5 psr cent, on issue of 10,000 shares 
of each. 

Calls. — Almost invariably the Prospectus specifies the dates on 
which calls become due, An interval of at least one month is usual 
between calls, but if a Stock Exchange quotation is desired for shares, 
two months must elapse between calls. Table A requires one month 
only. If calls are not regulated by the conditions of issue, the Directors 
can make calls at their discretion, but subject of course to any provisions 
contained in the company’s Articles. The Directors must pass a 
resolution stating the amount of the call and its due date. In the event 
of liquidation, the Liquidator can (with the sanction of the Committee 
of Inspection, or of the Court) make a call immediately he is appointed. 
Sanction is not required m either a members’ or a creditors’ voluntary 
liquidation. A form of call notice is given on p. 293. 

Calls are usually made payable direct to the company’s bankers, 
and, in large issues, separate cash books and banking accounts are 
opened for each call. Differently coloured paper is used for each class 
of share. In due course, the call notices are collected from the bank 
and checked with the relative cash book and bank pass book or sheets. 
When the call is complete, the total of the call banking account is 
transferred to the company’s main banking account. This practice 
facilitates checking, relieves the main cash book from a mass of detail, 
and provides a convenient medium for posting the Share Ledger. 
Specimen ruling for, znd pro-forma entries in, a Subsidiary Cash Book 
are shown on p. 356. 

Sometimes Call Books are kept, separate books being employed for 
each class of share. No Call Book is necessary for debentures, as these 
are almost invariably payable in full on allotment. Columns for calls 
are sometimes provided on the Application and Allotment Sheets, 
particularly where the due dates for instalments are stated in the 
prospectus. A suitable ruling for a Call Book is shown on p. 356. 

Interest on Calls in Advance.— Shares in limited companies 
that are not fully paid are unpopular with the investing public— except, 
perhaps, banking shares. Usually, therefore, the full nominal amount 
of an issue of ordinary or preference shares is called up within two or 




Dickson, Hugli Strabane, Ireland 641 224 100 

Chatenay, Atel 5 Rue de la Paix, Paris 621 787 265 

McArthur, George Spencer House, London, E.C. 597 125 275 

Pirrie, Lawrence Altwood Road, Maidenhead 546 338 5oo 
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three months of allotment. Where for any reason a proportion of the 
issued share capital remains uncalled, provision will be found in the 
majority of Articles, under power conferred by S. 48, ss. (2), to receive 
payment of calls in advance at a fixed rate of interest. The rates of 
interest payable, and the conditions under which they may be paid, 
have already been discussed on p. 295. The student must understand 
that calls paid in advance are in fact loans at interest to the company, 
the interest being payable although no profits are made by the company 
{Lock V. Queensland Investment and Land Mortgage Co., [1896]). 
Separate Calls In Advance Accounts must be opened in the Ledger, 
and when a call is actually made, the Calls In Advance Account 
applicable to that particular call is closed by a transfer to Share Capital 
Account or Call Account as shown below. No entries are made in the 
Share Ledger until the call is due, and then the necessary credits are 
made in the accounts of those shareholders who have paid in advance. 


db. calls in advance account. 



ii 

R 

1 


19... 


C.B. 

£ 


d. 

To Share Capital 



H 

■ 


By Cash — 





Account . . . . 

46 


E 

E 

Feb. 8 

J. R. Smith . 

78 

100 

0 

0 




■ 

■ 

„ 10 

W. White 

81 

50 

0 

0 




B 

B 

Mar. 9 

B, Black 

96 

200 

0 

0 




1 

1 

M 10 

R. Green 

58 

225 

0 

0 



£S75 

0 

0 




(575 

0 

0 


The interest paid on calls in advance does not, of course, appear in 
the Share Ledger, the only entry necessary being as follows : — 


JOURNAL. 


Interest Account . . . ■ * Br. 

L.F. 

49 

127 

£ 

124 

s. 

7 

d. 

6 

£ 

124 

Si 

Being: interest at 5 % for the half year on calls paid in advance, 






Income Tax at the Standard Rate in the £ is deducted from the 
interest, and a Journal entry is made, debiting the Sundry Shareholders’ 
Account and crediting Income Tax Account, only the balance being 
paid in cash to the shareholders. When cheques for the interest due 
have been sent to the shareholders the Sundry Shareholders’ Account 
will be closed, and the Interest Account will be transferred in due course 
to the Profit and Loss Account. 

Interest on Calls in Arrear — The majority of Articles reserve 
power to charge interest on calls in arrear. Table A fixes the rate at 
5 %, but sometimes it is as high as 10 %. The total amount in arrear 
at any time is represented by the total of the debit balances of the 
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Allotment and Call Accounts. No entries are made in the Share Ledger. 
The only entry necessary is as follows : — 


JOURNAL. 

Dr. Cii 


19... 



L.F. 

f. 

s. 

d. 

£ 

S. 

d. 

June 30 

Sundry Shareholders (set out details) 

.. Dr. 

92 

3 « 

9 

6 




To interest Account . . , . . . . . . 

Being interest to date at 6 % on calls in arrear. 


68 




3S 

0 

6 


If, and when, the interest is paid, the Sundry Shareholders’ Account 
will be automatically closed, and the Interest Account will be trans- 
ferred in due course to the Profit and Loss Account. Experience proves 
that it is frequently unwise to take credit in the Profit and Loss Account 
for this interest until actually received. 

Statement in Balance Sheet.— Calls in arrear, or paid in advance, 
are not extended as separate items in the Balance Sheet. Some 
examination candidates set out calls in arrear as an asset in the Balance 
Sheet. Although not incorrect in theory, this treatment is not met with 
in practice. The modern method illustrated below should be adopted 
in examination work. 


Blanks, Limited. 

BALANCE SHEET, DECEMBER 31. 19. 


Cilpital 
Nominal : — ■ 

100,000 Ordinary Sbaies of each . . 

100,000 6 % Preference Shares of each 


; — 

100,000 Ordinary Shaics of each, 15s. 

per share called 

Calls paid in advance 

100,000 6 % Preference Shares of £i each 

fully called 

Less Calls in aiTcar 


£ 

s. 

d. 

£ 

s. 

100,000 

0 

0 



100,000 

0 

0 



200,000 

0 

0 



77,300 

0 

0 



98,000 

0 

0 

175,500 







,^75,000 o 0 
3,500 o 0 


£roo,ooo 0 0 
3,000 o o 


d. 


0 


Dividends. — When the profits of a limited company are divided 
amongst the proprietors (shareholders) the portion of such distribution 
received by each shareholder is termed a dividend. Almost invariably, 
companies frame special Articles governing the payment of dividends. 
These usually follow the Articles in Table A, which provides as follows : 
(i) Dividends are to be declared in general meeting, and no dividend 
may be declared exceeding the rate recommended by the Directors ; 
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(2) Interim dividends may be^ paid ; (3) No dividend may be paid 
except out of profits ; (4) Dividends may be paid only on the actual 
amounts paid up on the_ shares ; (5) Calls paid in advance carry no 
right to dividend j (6) Directors may make such reserves as thev deem 
proper prior to the declaration of a dividend, Where Table A is 
excluded, and no provision is made in the Articles for payment of 
dividends only on the actual amounts paid up on the shares, dividends 
are payable on the nominal value of the shares. 

With the Balance Sheet and Profit and Loss Account (or Income 
and Expenditure Account, where applicable) the Directors must sub- 
mit to the Annual General Meeting a report with respect to the state 
of the company’s affairs, the amount, if any, which they recommend 
should be paid by way of dividend, and the amount, if any, which 
they propose to carry to the reserve fund, general reserve or reserve 
account which is, or is to be, shown specifically on the Balance Sheets 
of the company (S. 123 [2]). This report must be attached to every 
Balance Sheet issued. 

Not infrequently, examination questions direct the candidate to 
provide for the preference dividend, and then to divide the final balance 
of profit they arrive at between the preference and ordinarjf (or preferred 
ordinary and ordinary) shares in given proportions. When the terms 
of the question also indicate that calls are in arrear, candidates appear 
to be uncertain whether to provide for the dividend on the nominal 
value of the shares, or the actual amount paid up on them. It is sug- 
gested that the better course to adopt is to assume that the dividend 
is paid on the called-up value of the shares, and that the dividends on 
such shares as are in arrear are impounded as against unpaid calls. 
In practice, this would probably be the course adopted, unless the 
Articles forbid it, or Table A has been adopted. A note should be made 
on the face of the accounts that this course has been followed. 

Payment of Dividend out of Profits. — The question what con- 
stitutes the profits of a company available for dividend is so large and 
involved that it cannot be discussed iit this work. Students are referred 
to the author’s Accotmtitig, pp. 320-9, where the question, “ What is the 
profit of a company ? ” and the important legal decisions bearing upon 
the point are dealt with at length. The declaration that “ no dividends 
shall be paid otherwise than out of profits” derives not alone from 
Table A. It is a fundamental principle of company law. Directors 
who pay dividends otherwise than out of profits, unless they are misled 
by bona-fide overvaluations or honest mistakes, or by the statements of 
responsible officials of the company whom they are entitled to trust, 
do so at their peril (In re London and General Bank, [1895] ; Dovey v. 
Cory, [1901]), etc. The onus of proving that dividends have been paid 
out of profits is upon the Directors (Ranee's case, [1871]). 

The following brief summary of the rules laid down in the decided 
cases is all that is possible in this place, though the student wall realise 
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that a decision of the judges is best understood when he has studied 
the full facts of the case : — 

(a) To justify a dividend there must be a profit, but, so long as 
dividends are not paid out of capital, the Courts will not interfere 
with a proposed dividend, although the principle adopted for 
ascertaining profit may appear to be unsound. 

(b) To divide the net income derived from a wasting property 
(e.g. a short leasehold) is not illegal if the Articles authorise it, although 
commercially unsound. 

(c) Loss or depreciation of fixed capital does not prevent payment 
of a dividend, but loss of circulating capital must be made good before 
a dividend is paid. 

(d) Realised accretions to capital may be brought into profit and 
loss account and dealt with accordingly, provided they remain after 
reviewing the accounts as a whole, and the company’s Articles do 
not prohibit such treatment. 

(e) Sums written off for depreciation, and profits written off 
against goodwill, may be applied as profits if in fact no depreciation 
has taken place. 

(/) Profits carried to reserve are still profits unless capitalised. 
If capitalised on redemption of Redeemable Preference Shares, they 
remain capital and cannot at any time resume their revenue nature 
{see p. 301). 

“ Fixed capital,” in the sense employed above, is property acquired 
and intended to be retained and used in the business with a view to 
earning profit, e.g. a factory, or machinery. 

“ Circulating capital ” is property acquired or produced with a 
view to sale, e.g. the goods made in the factory 

Directors’ Report to Shareholders.^ — When profits are available 
for distribution as dividend, it is compulsory for the Directors to set 
out in their report to the shareholders a brief statement showing the 
amount available and their recommendations as to its disposal (ree 
pp. 3S9 and 361). 

It would appear necessary to report that no dividend is recom- 
mended where such is the case. 

At the Annual General Meeting of the company convened to 
receive the Directors’ Report and Accounts, the chairman, after explain- 
ing the accounts, proposes their adoption. When this motion has been 
considered and duly carried, a resolution is then submitted that a 
dividend at the specified rate or rates shall be paid on a named date. If 
this resolution is duly carried, the dividend becomes a debt due to the 
shareholders, but it carries no interest. Being specialty debts, claims 
to the payment of dividends are not barred until twenty years after 
they become due for payment {Artisans' Latid and Mortgage Corpora- 
tion, [1904]) and an entry in a Balance Sheet of debenture interest or 
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dividend unclaimed is a sufficient " acknowledgment ” of the debt 
within the Civil Procedure Act, 1883, S. 5, and will prevent the claim 
being barred {Burnham v. Atlantic and Pacific Fibre Importing and 
Manufacturing Co. [1928]). Some companies take power in their 
Articles to forfeit unclaimed dividends within much shorter periods 
than twenty years (e.g. three years), but no quotation will be granted 
by the Stock Exchange where such powers exist. 

The author has occasionally seen published accounts in which a 
proposed dividend appears as a debit in the Appropriation section of the 
Profit and Loss Account. Examination candidates are also prone to 
make such entries. This treatment is quite inaccurate. Until the divi- 
dend has been approved and passed by the shareholders in general 


Illustration. 

The profit for the year, after malting piovision for Deben- £ s. d. 

ture Interest, Depreciation, and bad debts, amounts to 104,000 o 0 
To which has to be added the balance brought forward 

from last year . . 24,000 o 0 

£ja8,ooo o 0 

£ s. d. 

20.000 0 o 

10.000 0 o 

10,000 o o 

10,000 o o 

50,000 O 0 


£78,000 O 0 


The Directors recommend the payment of : — 
Preference Dividend for the half-yeai to £ s. d. 

December 31st last 10,000 0 o 

Final Dividend of IS % on the Ordinary 
Shares, free of tax, making 20 % for 
the year 30,000 o o 

Leaving a balance to be carried forward 
to next year of 


40,000 o 0 
£38,000 o 0 


From this must be deducted : — 

Transfer to Reserve Account 

Leasehold Redemption Fund 

Dividend on Preference Shares for the 

half-year to June 30th . . 

Interim Dividend on the Ordinary Shares 
paid on June 30th 


Leaving an available balance of 


meeting, it is not a financial transaction that can be^ recorded in 
the books and accounts of the company, A dividend is not a debt 
until it has been duly declared {In re Severn and Wye Railway Co., 
[1896]). 

PrefeiTence Dividend Arrears. — It has already been stated that 
arrears of dividend on cumulative Preference Shares are a doubly con- 
tingent liability of the company, and as such should be noted on the face 
of the Balance Sheet, thus: “ Nofe.— Arrears of dividend amounting to 
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£ . . . exist upon this Preference Capital.” It has already been stated 
that if the available profits of any one year are insufficient to meet 
the preference dividends, they accumulate from year to year until 
sufficient profits have been earned to enable the arrears to be discharged. 
But since payment is contingent upon sufficient profits being earned, 
and dividends upon those profits being declared, the liability is not one 
that can be passed into the books. A note of its existence on the face 
of the Balance Sheet is all that is necessary. It is not necessary that a 
company should defer payment of its arrears of preference dividend 
until it is in a position to discharge the whole of the arrears. Instal- 
ments on account of such arrears are frequently paid. No dividends 
can be paid on the ordinary or other inferior classes of shares until 
all the arrears on the Cumulative Preference Shares have been 
discharged. 

Interim Dividends. — Article 90 of Table A authorises Directors to 
pay such interim dividends as they deem to be justified by the profits 
of the company, and most companies, whether they do or do not adopt 
Table A, take power in their Articles to declare such dividends. 
Interim dividends are paid in anticipation of a final profit for the 
financial year, usually in respect of the first half of the financial year, 
and their payment does not require the sanction of a general meeting. 
Considerable responsibility attends the declaration of interim divi- 
dends, and the greatest care is necessary in preparing the interim 
accounts upon which the distribution is based. All necessary reserves, 
provisions, and depreciations should be made, and even then the distri- 
bution should be at a conservative rate. It would appear that directors 
are entitled to rely upon bona-fide valuations and opinions when 
estimating profits for the purpose of declaring an interim dividend 
{Lucas V. Fitzgerald, [1905]), but such dividends may be rescinded before 
payment {Lagunas Nitrate Co. v, Schroeder, [1901]), but no such power 
exists in respect of a final dividend once it has been declared {Severn 
and Wye Railway Co., [1896]). 

Book Entries. — When a dividend has been declared and duly 
passed the following entries are necessary : — 


JOURNAL. 

Dr. Cr. 


FeL' 3 

Profit and Loss Account (Appropriation Section) . . Dr. 

To Dividend Account . . 

Being amount of dividend at lo % on the 100,000 Ordinary 
Shares as per Shareholder's* Resolution, January 30, 
19. . 


£ 

S. 

d. 

£ 

S. 

>> 3 

Dividend Account Dr 

To Income Tax Account . 

Being tax at , . in the jC upon the dividends payable to 
the ordinary shareholders as above. 
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The second Journal entry appearing above will not be necessary if 
the dividend is paid “ free of tax.” 

The above Journal entries explain themselves. The first entry 
transfers the gross amount of the dividend from Profit and Loss to the 
credit of Dividend Account, and represents, in this case, a dividend of 
10% on the total amount paid up on the ordinary share capital of 
the company. The company is entitled, however, to deduct income 
tax from each dividend paid, and the second Journal entry debits the 
Dividend Account with tax at the Standard Rate ruling at the date 
when the dividend is payable, irrespective of ihe Standard Rate ruling 
when the profits were earned, and credits a like amount to Income Tax 
Account. This credit represents the tax recoupable from the members 
on the profits distributed to them, and the fact that it is credited to 
Income Tax Account, to which the amount of tax actually payable to 
the Inland Revenue has been debited, thereby reduces the debit to 
Profit and Loss Account. 

The company pays tax on its statutory profits, and is entitled to 
recoup tax at the full standard rate on such part of its profits as it 
distributes to the members. 

Sometimes, instead of a debit direct to Profit and Loss Account, 
the following alternative entries are made. 


JOURNAL. 

Db, Cr. 


■ 

Dividend Account 

.. Dr. 

1 

i 

1 


£ 

1 


For dlvidenti at ro %, etc.,' etc. 

■ 







Sundry Shareholders 

To Income T.ix Account «• 

Being tax at .... in the £, etc. 

.. Dr. 


1 

1 



1 


In due course, when the Profit and Loss Account is being prepared, 
the Dividend Account is transferred to the debit of the Appropriation 
Section. 

For the payment of dividends a separate banldng account should 
be opened, and the net sum (i.e. the gross amount of the dividend less 
tax) should be transferred by the bank from the debit of the general 
banking account to the credit of the dividend banking account. Where 
shares of different classes are issued, this practice should be followed 
for each class of share. All dividend warrants presented for payment 
will be debited by the bank to this account, which will automatically 
close unless a balance remains thereon because some of the warrants 
have not been presented for payment. Any such balance will represent 
the amount of “ unclaimed dividends.” 
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Unclaimed Dividends. — ^When the warrants become “ stale,” 
the amount of the unclaimed dividends should be set out in the Balance 
Sheet as a separate liability. (See the Burnham case, however, on 
p. 361.) In some cases, a separate account is kept at the bank to which 
all unclaimed dividends are transferred. If no separate^ account is 
kept for this purpose, the balance of the Dividend Account will be 
transferred to the general banking account after a lapse of, say, three 
months. Old established companies frequently accumulate a con- 
siderable sum from unclaimed dividends. 


IUustration.~Qo\e.i\ d’Or, Ltd., published accounts for the year ended 
December 31, 19.., showing a net profit of £8,634. At the annual 
meeting on February sth it was resolved to transfer £1,000 to Reserve 
Account, making that account £s,ooo in all, to pay a dividend of 10 %, 
less tax, on the oidinaiy shaie capital of £50,000, and to carry forward 
the balance to next year. All dividend warrants were presented for 
payment as on March ist, with the exception of a warrant for £too 
(J. Smith), which was still outstanding. Assume Income Tax at 4s. in 
the £. Make the necessary entries to carry out the above resolutions. 


36 JOURNAL. 


Dit. Cs. 


ip... 


LF. 

c 

s. 

d 

£ 

s. 

d. 

Feb. 5 

Profit and Loss Account (Appronriation Section) . Dr. 

41 

5,000 

0 

0 





To Dividend Account 

For dividend at lo % on 50,000 Ordinary Shares of £1 

81 



5,000 

0 

0 



each as per resolution, 








>, 5 

Dividend Account . . . . Dr. 

81 

1,000 

0 

0 





To Income Tax Account 

Being tax at 4s, in the £ on the above dividend. 

37 



1,000 

0 

Q 


1, 5 

Profit and Loss Account (Appropriation Section) . . Dr. 

4 r 

1,000 

0 

0 





To Reserve Account 

Transfer to the latter Account as per resolution. 

105 




1,000 

0 

0 


41 PROFIT AND LOSS ACCOUNT. 41 

Dr. Cr. 


19 -.. 
Feb. 5 
» 5 

» 5 

To Dividend Account 
„ Reserve Account 
,, -Balance carried 
down . . . . 

j. 

35 

36 

V 

1 

5,000 

1,000 

2,624 

s. 

0 

0 

D 

d. 

0 

0 

0 

19-. 

Dec.31 

By Balance brought 
down 


i 

8,624 

s. 

0 



£ 

8,624 

0 

0 



£ 

8,624 

0 







Fob. 5 

By Balance brought 
down . . . . . . 

V 

2,624 

0 











Note. — In practice, this amount would have been arrived at by the 
transfer to Dividend Banking Account of £4,000, and the return, on 
March ist, of £100 unclaimed at that date, the two entries (debit and 
credit) in the Cash Book resulting in the above balance of £3,900. 




Income Tax on Dividends. — It will be clear to the student that 
companies must deduct tax from Preference or other dividends of fixed 
amount, otherwise the preferential rate of dividend will be exceeded to 
the detriment of the ordinary shareholders. A fixed preference dividend 
of 8% paid “ free of tax ” would in effect amount to a dividend of 
10%, assuming the tax to be 4s. in the Dividends on ordinary 
shares are in a different category, and companies, if they so desire, 
may elect to send out the warrants as “ tax free.” This expression is 
not, however, a happy one. No dividend is free from the obligation of 
income tax. The effect of paying a dividend “ free of tax ” is simply 
to increase the rate of dividend by the amount of tax at current rates. 
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Reference to the specimen dividend warrant given on p. 371 will 
show that the gross amount of the dividend, the amount of the tax 
deducted, and the net amount of the warrant are clearly stated in 
accordance with S.33, Finance Act, 1924, and the present regulations 
of the Inland Revenue Authorities. The warrant also certifies the 
due payment of the tax, and is accepted by the Authorities in support 
of claims for repayment of income tax or relief. The amount of tax 
deducted from dividends is not remitted to the Inland Revenue 
Authorities, but stands, as shown above, as a credit to Income Tax 
Account, to which will be debited the total tax payable by the company 
when its assessment to income tax for the year is settled. 


EXAMINATION QUESTION. 

The capital of Chriatines, Ltd., consisted of £xoOi000, divided into 
40,000 8 % Preference Shares of each and 60,000 Ordinary Shares of 
each. The whole of this capital was fully paid up. 

The profits of the company for the year ended December 31, 19... 
amounted to ,£18,782. 

The Directors decided to allocate this profit as follows : — 

(«) To pay the Preference Dividend due for the year. 

(d) To pay a dividend of ro %, free of tax, on the Ordinary Shares. 

(c) To open a Reserve Account and transfer £s,ooo thereto. 

(d) To carry forward the balance to next year. 

Give the entries necessary to recoid this decision in the books of the 
company. (Royal Society Arts.) 


Solution. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR 
ENDED DECEMBER 31, 19... 


(ApPROPBIATION SnCTION.) 

Da. Cr. 


19... 

Deo. 3]; 

» 31 

» 31 

» 31 

To 8 % Preference 
Dividend Account 
„ Ordinary Divi- 
dend Account . . 

„ Transfer to Re- 
serve Account . . 

„ Balance carried 
down . . . . 

6 

4 

8 

V 

£ 

3,200 

6.000 

5.000 

4,582 

s. 

0 

0 

0 

0 

d. 

0 

0 

0 

0 

Dec.31 

By Balance brought 
down 

V 

£ 

18,782 

S. 

0 

d. 

0 



£ 

i8,yS2 

0 

0 



£ 

18,782 

0 

0 







19 -.. 

D0C.3I 

By Balance brought 
down 

V 

4,582 

0 

0 


Note . — A proper reserve should have been made for the income tax 
liability, less the amount recoupable from the preference shareholders, before 
declaring a “ free of tax ” dividend on the ordinary shares. It is assumed 
that this has been done, although no credit on income tax account is 
mentioned in the question. 
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4 ORDINARY DIVIDEND ACCOUNT. 4 

Dr. Cr. 



C.B. 

£ 

s 

d. 

19 .. 



t 


To Cash . . 

12 

6,000 

0 

0 

Dec.31 

By Profit and Loss 









Account . . , . 

2 

6,000 

0 


6 8 % PREFERENCE DIVIDEND ACCOUNT. 6 

Dr^ Ck. 


19 - . 
Dec. 31. 

To Income Tax Ac- 


£ 

s. 

d. 

19 -.. 
Dec 31 

By Profit and Loss 


£ 

s. 

d. 


count, Ah. in the 
i on Dividend 





Account . , 

2 

3,200 

0 

0 



as per contra . . 

10 

640 

0 

0 








C.B. 










31 

,, Cash 

12 

2,560 

0 

0 









£ 

3,200 

0 

0 



£ 

3,200 

0 

0 


Note. — ^T ax has been assumed to be at 4s. in the £. 


8 RESERVE ACCOUNT. 8 

Dr. Cr. 




£ 

1 

I 

19... 
Dec 31 

By Profit and Loss 


£ 

s. 




1 

1 


Account . . . . 

2 

5,000 

0 


10 INCOME TAX ACCOUNT. 10 

Dr. Cr^ 




£ 

I 

1 

19... 

Dec 31 

By Transfer from 

■ 

£ 

1 

i 




1 

1 

8 % Preference 
Dividend, etc, . . 

■ 

640 

1 

1 



12 

CASH BOOK. 

12 

Dr. 


Cr. 




£ 

1 

1 


By Ordinary Divi- 


£ 

s. 

d. 







dend Account . . 

4 

6,000 

0 

0 




■ 

■ 


,1 8 % Preference 







1 

1 

Dividend Account 

6 

2,560 

0 

0 


Scrip Dividends. — Where its Articles so permit, a company may 
distribute a “ free of tax ” dividend in the form of shares or debentures 
in other companies. This amounts simply to dividing investments 
among the shareholders instead of realising them and paying cash. 
The appropriation of profits for the dividend is made in the usual 
manner.* 

Illustration , — The Directors of Rayon d’Or, Ltd., whose summarised 
Balance Sheet, as at June 30, 19.., is as set out on p. 368. decided to 
• See also p. 301 as to the utilisation of the Capital Redemption Reserve 
Fund for the issue of bonus shares in certain circumstances. 
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recommend a “ free of tax ” dividend at the rate of lo % per annum on 
the Ordinary Shaie capital for the year ended June 30, iq. . , to be satisfied 
by the distribution among the shareholdeis of part of its investment in 
Soleil d’Or, Ltd., at par. The shareholders duly declared the dividend 
at the annual general meeting, and the distribution took place on 
October i 19... (a) Show by means of Journal entries the necessary 
entries in the books of Rayon d’Or, Ltd. (i) Would any entries be 
necessary in the books of Soleil d’Or, Ltd. ? 

Rayon d’Or, Limited. ^ 

BALANCE SHEET, JUNE 30, 19.. 



£ 

s. 

d. 


£ 

s. 

d. 

J&sxud Capital : — 




Sundry Assets 

110,500 

0 

0 

10,000 ‘j % Preference Shares 




Investment in 20,000 Shares of 
£i each, fully paid, in Soleil 
d’Or, Ltd., at cost 




of £1 each, fully paid 

40,000 Ordinary Shares of £a 

10,000 

0 

0 

19,500 

0 

0 

each, fully paid 

80,000 

0 

0 





Sundry Habihtus 

40,000 

0 

0 





£ 

130,000 

0 

0 

£ 

130,000 

0 

0 


(a) Rayon d’Or, Limited. 

JOURNAL. 

Dr Cr 


19... 
Oct. 1 

Profit and Loss Account (Appropriation Section) . . Dr. 

To Ordinary Dividend Account 

Being dividend at the rate of 10 % per annum “ free of 
tax " declared this day. 


£ 

8,000 

s. 

0 

d. 

0 

£ 

8,000 

s. 

0 

>t I 

Ordinary Dividend Account . . . . . 

. Dr. 


8,000 

0 

0 

8,000 



Being satisfaction of Dividend by the transfer of 
shares of £i each, fully paid, at par, lu Soleil 
Ltd. 

8,000 

d’Or, 







Notes. — (i) It is assumed that Income Tax has been reserved for in full. 

(2) The difference betv/een the par and book values (£200) of the 
shares transferred may be credited to a Capital Reserve, but it is more 
prudent to retain it in the Investment Account until it is seen what the 
remaining shares realise. 

(6) The transfers would go before the Diiectors of Soleil d’Or, Ltd., 
in the usual way, and the necessary entries made in the Register of Members. 
No other entries would be required, unless a Register of Transfers had 
to be written up . 

Dividend Boolt or Sheets. — It is usual and useful to prepare a 
set of ruled sheets to record the details of the payment of a dividend, 
or to keep a conveniently ruled book to record details of a series of 
dividends. The ruling of such a book will be found on p. 370. 

Dividend Warrants. — ^The instrument by means of which the 
payment of dividends is effected is called a Dividend Warrant. Speci- 
mens of such documents, reproduced from an Inland Revenue circular, 
are given on p. 371. 

These warrants serve several purposes. They provide : (a) notice 
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and particulars of the dividend payable to the shareholder ; (b) a certi- 
ficate of the amount deducted for income tax ; (c) a cheque in payment 
of the amount due. The lower portion of the warrant is paid into the 
payee’s bank, the upper part being retained by him. The payee’s 
signature on the face of the cheque instead of the usual indorsement 
facilitates rapid reference when the warrants are filed, and is convenient 
for audit purposes. S. 33 of the Finance Act, 1924, requires every 
warrant to show : (a) the gross amount which after deduction of tax 
corresponds to the net amount actually paid ; ( 4 ) the rate and the amount 
of tax appropriate to such gross amount; (c) the net amount paid. 
Failure to comply with these requirements renders defaulters liable to 
a fine. 

Payment of Dividends Direct to Banker. — It is a growing and 
useful practice for shareholders to instruct the companies to pay divi- 
dends direct to their bankers. Most companies welcome this practice, 
and, on request, will supply printed forms containing the necessary 
instructions to be filled in, signed, and returned by the shareholder. 
Warrants drawn under such authority are made payable, e.g., to “ The 
National Provincial Bank Limited for the account of and are 
aclmowledged by the bank to the companies, they being authorised 
to accept the bank’s receipt as a full discharge. When a number of 
instructions are received to pay dividends to various accounts at the 
same bank, it is customary to send one cheque only to the bank covering 
all dividends due, accompanied by the individual counterpart warrants. 
This practice saves time and stamp duty. The companies should make 
a note in their Share Registers, and Dividend Books, if kept, of the 
receipt of all such instructions. 

Closing the Register. — ^The student may have seen in the public 
Press, under the headings of the companies concerned, notices to the 
following effect : “ Blanks, Limited. Notice is hereby given that the 
registers of all classes of shares in the above company will be closed 
from February i to February 14, 19. . , both days included.” Such 
a notice means that no transfers of shares will be registered by the 
company during the fourteen days indicated, the registers being closed 
for the purpose of preparing dividend lists for the shares as registered 
on February ist. Persons buying or selling shares between these dates 
must settle the ownership of the dividend about to be declared on them 
as between themselves. If the shares are sold cum div., the purchase 
price of the shares will be increased by the amount of the dividend, and 
the dividend will belong to the purchaser ; if they are sold ex div., the 
dividend will belong to the seller. The company will pay the dividend 
to the registered holder of the shares at the date when the register was 
closed, and if the shares have been sold cum div., the buyer will claim 
the amount from the seller. Closure usually takes place immediately 
prior to the annual general meeting and lasts for fourteen days. Nor- 
mally, quoted shares are made ex div on the Stock Exchange Account 

35 
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When complete, the loose sheets should be bound in book form. 
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Example (i). 

{Form for Dividend “ Less Incotne Tax.’’) 


The X Y Z Company, Limited. 


No. 7641. 


127 Concord House, 

London, E.C. 3. 

December r, 19... 


To James Scott. 

A dividend at the rate of 5 % per annum on the Ordinary Shares of the 
Company having been duly declared for the year ended September 30, 19. 

I beg to forward you the annexed warrant for the amount in respect of the 
shares registered in your name. 


1,200 Ordinary Shares of each at 5 % . . 
Less Income Tax at 4s. od. in the £ 


£ s. d. 
60 o o 

12 O 0 


Net amount of Warrant 


.. £48 o o 


I hereby certify that Income Tax on the profits of the Company, of which 
profits this dividend forms a portion, has been or will be duly paid to the 
proper Officer for the receipt of Taxes. Secretary 

This portion of the sheet should be preserved, as it will be accepted by 
the Inland Revenue authorities in connection with any claim to allowance 
or relief from Income Tax. 


Example (2). 

{Form for Dividend “ F.ree of Income Tax.”) 

The X Y Z Company, Limited. 

127 Concord House, 

London, E.C. 2. 

No. 7641. December i, 19,.. 

To James Scott. 

A dividend at the rate of 5 % per annum, “ free of Income Tax," on the 
Ordinary Shares of the Company having been duly declared for the year 
ended September 30, 19.., I beg to forward you the annexed warrant for 
the amount in respect of the shares registered in your name. 


1,300 Ordinary Shares ai £1 each M $% .. .. =£60 o o 

£ s. d. 

This dividend is equivalent to a gross amount of . . 75 o 0 

Less Income Tax at 4a. od. in the £ 15 o 0 

Net amount of Warrant £60 o 0 

I hereby certify that Income Tax on the profits of the Company, of which 
profits this dividend forms a portion, has been or will be duly paid to the 
proper Officer for the receipt of Taxes. j_ Grant, Secretary. 


This portion of the sheet should be preserved, as it will be accepted by 
the Inland Revenue authorities in connection with any claim to allowance 
or relief from Income Tax. 
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day following the declaration of the dividend, provided the Transfer 
Books have already been closed. If the Transfer Books are not closed 
until after the dividend has been declared, the securities are made ex 
div. on the account-day following the closing of the Books. 

Stale and Lost Warrants. — Dividend warrants usually bear a 
note to the effect that payment will be refused unless they are presented 
within six months of the date of issue. A stale warrant unpresented, 
or presented and refused, may be submitted to the secretary of the 
issuing company, for verification, and may be presented or re-presented 
for payment on his authority. Usually, this authorisation is in the form 
of an indorsement of the warrant : — 

Please Pay 

BLANKS, LTD., 

George Williams, 

z6/io/ig . . . Secretary. 

If a warrant is reported lost, the company will issue a duplicate, provided 
that it is indemnified against loss by the shareholder. 

Dividends on Bearer Securities. — It has already been explained 
that bearer securities are usually accompanied by a sheet of coupons 
which entitle the bearer to payment of the specified interest on the 
dates named thereon. Listing forms can be obtained from the com- 
pany, and must usually be prepared and handed, with the coupons, to 
the holder’s banker, who will collect the dividend due as if he were 
collecting a cheque, tax being deducted at the standard rate. If no 
coupons are issued, the holder of a share warrant must deposit it with 
the secretary for verification. If in order, the warrant will be returned 
to him together with a cheque for the amount due, less tax. 

Dividend Reserve Account. — Some companies maintain such an 
account for the purpose of equalising dividends as between lean and 
prosperous years. Such a reserve is useful in the case of companies 
whose profits fluctuate widely, and tends to steady the market price of 
the shares. To fulfil its purpose satisfactorily, a fund of this kind 
should be invested outside the business in sound securities. 

Bonus Shares as Dividend. — A successful company may have 
accumulated a large reserve account out of profits. The expansion of 
the company has necessitated increased working capital, and, to obtain 
this, the company has retained profits in the business instead of dis- 
tributing them “ up to the hilt.” In these circumstances, the market 
value of the shares is sure to appreciate, and the premium may become 
so high as gravely to restrict the market for the shares. For these, and 
other financial reasons, a distribution of part, or of the whole, of the 
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accumulated reserve may be desirable. Such a distribution will be 
intra vires if the Articles of the company give power to issue ‘‘ bonus 
shares.” The procedure adopted is to transfer such part of the reserve 
as may be necessary to the credit of Profit and Loss Account, or 
Bonus Dividend Account, and to declare a dividend payable in fully 
paid shares instead of in cash. Generally an agreement is entered into 
by the company with X on behalf of the shareholders providing for 
payment not in cash but in shares ; and this agreement is approved 
by the company in general meeting. Recipients of dividends taking 
the form of bonus shares are not liable to sur-tax in respect thereof, 
unless the distribution includes such an option to take either shares or 
cash as to constitute it income. Recent cases indicate that the decision 
of the company as to whether the distribution is capital or income 
holds good, provided the decision is supported by the facts. The 
shares have already, of course, paid income tax, since the reserve has 
been accumulated out of profits on which the company was assessed 
in the usual course. As to the capitalisation of profits on redemption 
of redeemable preference shares, see pp. 301 and 385. 

Financial companies, sometimes, also distribute shares they have 
acquired in the course of flotations, or other transactions, amongst their 
shareholders in the form of dividends payable in kind. Again, 
companies in need of further working capital may secure the capital 
by declaring a dividend payable in shares, the necessary funds being 
provided out of profits. Further, shares not fully called may be 
called up as to the balance, the necessary funds being provided by a 
distribution from reserve. 


Illustration i. — Soleil d’Or, Ltd., was registered with a nominal 
capital of £100,000 in shares of £i each. £75,000 of this capital was 
issued, subscribed, and fully paid. The Company proved prosperous, 
and, on December 31, ig.., had accumulated a Reserve Fund of £55,000. 
On the same date it was resolved to distribute a portion of the Reserve 
Fund and to declare a bonus dividend in the shape of an issue of one fully 
paid share of £i to every two shares held. The entries are as follows : — 


JOURNAL. 1 

Db. Ch. 




£ 

s. 

d. 

£ 

s. 

d. 

Reserve Fund Dr. 

I 

37.500 

0 

0 




To Bonus Dividend Account. . 

Being transfer from Reserve to provide for tlie Bonus 

5 




37,500 

0 

0 

distribution passed this day. 








Bonus Dividend Account Dr. 

5 

37,500 

0 

0 




To Ordinary Share Capital Account 

Being the issue of 37,500 new Ordinary Shares in 

3 




37,500 

0 

0 

accordance with the terms of the resolution, dated 
December 31, 19, .. 
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1 RESERVE FUND. 1 

Dr. Cr. 


ig. .. 

To Bonus Dividend 

j. 

i 

s. 

d. 

19... 



£ 

s. 

d. 

Dec. 31 




Dec.31 

By Balance . . 

V 

55.000 

0 

0 

Account . 

,, Balance carried 

? 

37,500 

0 

0 




»i 31 




down 

V 

I?, 500 

0 

0 









c 

55.000 

0 

0 

19 ... 
Dec 31 


£ 

55,000 

0 

0 







By Balance brought 












down . . . . 

V 

17,500 

0 

0 


3 ORDINARY SHARE CAPITAL ACCOUNT. 3 

De. Cr 





£ 

s. 

d. 

19. .. 
Dec.31 
M 31 

By Balance . . 

„ Bonus Dividend 
Account , . 

V 

J .7 

£ 

75,000 

37.500 

° 

d. 

0 

0 









£ 

112,500 

0 

0 


Note. — The Company would have to increase its Capital to the required 
amount before the distribution could be made. 


5 BONUS DIVIDEND ACCOUNT. 5 

Dh. Cr 


19. .. 


j. 

£ 

s. 

d. 

19. •. 


J. 

£ 

S. 

d. 

Deo. 31 

To Ordinary Share 
Capital Account 

7 

37,500 

0 

0 

Dec. 31 

By Reseive Fund. . 

7 

37.500 

0 

0 



£ 

37,500 

0 

0 



£ 

37,500 

0 

) 


Alternative entries are as follows : — 

Reserve Account Dr. 

To Profit and Loss Account 
Profit and Loss Account . . . . Dr. 

To Sundry Shareholders 
Sundry Shareholders . . . . Dr. 

To Share Capital Account .. 

If the shares of the Company are not fully paid, and the Bonus is to 
be utilised to meet a final call of ss. per share, instead of calling upon the 
shareholders to find the cash, the entries would be : — 


JOURNAL. 


29... 
Dec, 31 

Final Call Account . . . . . . . . Dr. 

To Share Capital Account 

Being Final Call of 5s. per share on too, 000 shares made 
this day. 


£ 

TSfOOO 

s. 

0 

d. 

0 

£ 

35,000 

s. 

0 

d. 

0 


Sundry Shareholders 

To Final Call A ccount ... 

Being call oj js. per share due this day. 

. ..Dr. 


35,000 

0 

0 

35,000 

0 

0 

„ 3 ^ 

Beserve Account 

To Sundry Shareholders 

Being Bonus declared this day. 

. ..Dr. 


35,000 

0 

0 

35,000 

0 

0 
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If the Company so elects, the Bonus Shares may be issued at a premium ; 
in which case the entry would he : — 

Profit and Loss Account . . . . Dr. 

To Sundry Shareholders 
„ Premiums on Shares Account . . 

Or, alternatively, as shown in the illustration on p. 352. 

Illustration 2.— Rayon d’Or, Ltd., was registered with *a nominal 
capital of ,(1200,000 in shares of £i each. 100,000 of these shares were 
issued, subscribed, and fully paid up. On December 31, 19. ., the market 
quotation for the shares was 2^2j. 

The directors decided to declare a dividend payable by the issue of 
one share, taken at the price of £2, for every fifty shares held. The 
necessary funds were to be provided out of profits, the credit balance of 
the Profit and Loss Account being £10,286. 

The necessary entries are : — 


JOURNAL. 9 

Dr. Cr. 


19 -.. 



£ 

s. 

d. 

£ 

3. 

d. 

Dec. 31 

Profit and Loss Account Dr. 

3 

4,000 

0 

0 




To Bonus Dividend Account 

Being transfer of funds to provide for the issue of 2,000 

5 



4,000 

0 

0 




new £i shares at £2 each as per rpsoliition this day. 








31 

Bonus Dividend Account .Dr. 

5 

.J,000 

0 

0 




To Sundaes • — 








Share Capital Account . . . . . . . . 

I 




2,000 

0 

0 


Premium on Shares Account. . .. 

7 




2,000 

0 

0 


Being transfers recording the issue of 2,000 new shares and 









the premium of £1 per share. 









1 

SHARE CAPITAL ACCOUNT. 

1 

Dr. 


Cr. 





£ 

S. 

d. 

19... 

DeC.31 

»• 31 

By Balance . . . , 

,, Bonus Dividend 
Account . . . . 

j. 

9 

£ 

100,000 

2,000 

S. 

0 

0 

d. 

0 

0 









£ 

102,000 

0 

0 


3 PROFIT AND LOSS ACCOUNT, 3 

Dr. Cr. 


19... 


j. 

£ 

s. 

d. 

I 9 --. 




s. 

d. 

Dec. 31 

To Bonus Dividend 




Dec.31 

By Balance.. 

V 

10,28c 

0 

0 

Account . . 

„ Balance carried 

9 

4,000 

0 

0 






» 31 


down 

V 

6,286 

0 

0 









£ 

10,286 

0 

0 

19- ■ 


i 

10,286 

0 

0 







By Balance brought 


6,286 



Dec.31 








down . . . . 

V 

0 

0 
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BONUS DIVIDEND ACCOUNT. 


19... I 

Dec. 31 To Share Capital | 
Account . . 

„ 31 „ Premium on 

Shares Account 




Illustration 3, — Assume that the bonus distribution is made to meet 
payment of the uncalled portion of the share capital. The entries in this 
case are exactly on the lines of those illustrated in (2) above. The Reserve 
Fund, or Profit and Loss Account, as the case may loe, is debited with the 
amount necessary to meet the call, and the Bonus Dividend Account is 
credited with a similar amount. The Bonus Dividend Account is then 
debited, and Final Call Account credited, with the same amount. This 
entry completes the payment in full of the shares. Final Call Account 
is closed by transfer to the ciedit of Share Capital Account. 


EXAMINATION QUESTION. 

The Annual Accounts of Rayon d’Or, Ltd., showed a balance to the 
credit of Profit and Loss Account of £5,950 as on December 31, 19. . . The 
Nominal Capital of the Company consisted of 10,000 shares of £i each, all 
of which had been subscribed and fully paid up. 

At the Annual Meeting in February 19.. it was decided: (a) To 
increase the Nominal Capital of the Company to £15,000 by the issue of 
5,000 6 % Preference Shares of £i each. ( 4 ) To pay a dividend for the 
year ig.. of 55 %, 50% to be discharged by the issue of fully paid 
Preference Shares at par, and the balance s % to be paid in cash. 

Give the entries necessary to record these transactions. {Royal Society 
Arts.) 

Solution. 

Rayon d’Or, Limited. 

1 PROFIT AND LOSS ACCOUNT FOR THE YEAR 1 

ENDED DECEMBER 31, 19... 


(Appropriation Section.) 

Db. Cr. 













9 6 % PREFERENCE SHARE CAPITAL ACCOUNT. 9 

Dr. Cr. 



11 INCOME TAX ACCOUNT. 11 

Dr. Cr. 




£ 

S. 

d. 

19.*. 



i 







Feb.zS 

By Dividend Account 

3 

100 

i 


The above entries are frequently the only ones made in actual 
practice. In the author’s opinion, such transactions should be 
journalised to secure a sequential record. The examination candidate 
may answer questions of this type by submitting either Journal or 
Ledger entries — both cannot fairly be expected in a speed test. The 
Journal entries are set out below, and would gain equal marks. 
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JOURNAL 


Dr. 


Cr. 



£ 

s. 

d 

£ 

s. 

d. 


5,500 

0 

0 








5,500 

0 

0 


5,000 

0 

0 








5,000 

0 

0 


400 

0 

0 








400 

0 

0 


100 

0 

0 








100 

0 

0 


19... 

Dec. 31 


31 


31 


Profit and Loss Account (Appropriation Section) . . Dr. 

To Ordinary Share Dividend Account 

Being dividend at 55 % on 10,000 Ordinary Shares of £1 
each. 

Ordinary Share Dividend Account . . Dr. 

To 6 % Preference Share Capital Account 

Being dividend at 50 % satisfied by the issue, as fully paid, 
of 5,000 6 % Preference Shares of £z each. 

Ordinary Share Dividend Account Dr, 

To Cash (Bank) 

Being dividend of 5 % payable in cash less tax at 4s. in 
the^C 

Ordinary Share Dividend Account . . . . . . . . Dr. 

To Income Tax Account 

Being income tax at 4s, in the £ deducted from the above 
dividend. 


Forfeiture and Re-issue of Shares. — Companies have no statu- 
tory right to forfeit shares . The Act is silent on the matter, but provision 
is made in the statutory form of the Annual Return for details of any 
shares forfeited. Power to forfeit shares should betaken in the Articles. 
Practically, all companies take this power, and their Articles regulating 
forfeiture follow in the main those of Table A. If a company’s Articles 
are silent on the subject of forfeiture, and Table A is not excluded. 
Articles 23-39 of Table A apply automatically. 

The usual procedure is to send a formal notice to the member whose 
calls are in arrear requesting payment, reminding him that interest 
will be charged on the unpaid calls, and that, if the notice is not 
complied with, the shares are liable to forfeiture. If this notice fails, 
it is followed by a second demanding payment of the calls and interest 
thereon, and intimating that, in the event of non-compliance, the 
shares will be forfeited on a date not less than fourteen days from the 
date of the notice. Both these notices are sent by registered post. 
Should the second notice prove ineffectual, a resolution is then passed 
by the Directors forfeiting the shares, and notice of the fact is sent to 
the shareholder. Departure from the procedure laid down in the case 
of forfeiture may invalidate the forfeiture. The procedure must be 
exactly pursued, and every condition precedent complied with. “ A 
very little inaccuracy is as fatal as the greatest ” (James, L.J., Johnson v. 
Lyttle’s Iron Agency, [1877]). 

Some students appear to think that when shares are forfeited they 
are cancelled. This, of course, is not the case, since such a proceeding 
would amount to a reduction of capital, which can only be effected 
by leave of the Court. Forfeited shares become the property of 
the company, and may be re-issued at any price which, together with the 
amount paid on. them by the original holder, will produce 20s. in the 
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Thus, if X. Y, was allotted 100 3^1 shares in Blanks, Ltd., and had 
paid los. per share upon them, but failed to pay the remaining los., 
calls being duly made, the Directors could, after following the proce- 
dure outlined above, forfeit the shares and re-issue them as fully paid 
to A. B. at the price of los. per share, making 20s, in all. Forfeited 
shares may be re-issued as partly paid so long as the re-issue is not 
tantamount to an issue at a discount, otherwise the new holder becomes 
liable for the amount of the discount in addition to the unpaid calls 
when these are made in due course. Of course, if shares issued at a 
discount under S. 47 are forfeited, the amount of the discount must 
be taken into account. 


Illustration. — X. Y., a shareholder in Blanks, Ltd., was allotted zoo 
ordinary shares of each. He paid 5s. per share on application, and 
SS. per share on allotment, but failed to pay the first and final call of I os. 
per share. On June 30, 19.., the directors passed a resolution forfeiting 
the shares under the powers conferred upon them by the Articles. 

The nominal capital of the company consisted of 100,000 shares of 
£i each, all of which had been issued and subscribed. 

The necessary entries are as follows ; — 


JOURNAL. 7 

Dr. Cr. 



LF. 

£ 

1 

d. 

£ 

1 

1 

Ordinary Share Capital Account Dr. 

1 

200 

M 

0 


■ 

H 




Hi 


aoo 

m 

m 

Being 200 Ordinary Shares, fully called up, forfeited as 



H 




per resolution of the Directors, dated this day. 



■ 





Forfeited Shares Account , . . . . . Dr. 


100 

R 

0 




First and Final Call Account . . . . 

Being the amount remaining unpaid on the 300 Ordinary 

5 


I 


100 



Shares forfeited as per previous entry. 



1 






Blanks, Limited, 


LEDGER. 


1 Ordinary Share Capital Account. 1 

Dr. Cr. 


19. .. 


j. 

£ 

s. 

d. 

19.-. 



£ 

s. 

d. 

.Tune Ro 

To Forfeited Shares 





June I 

By Balance , . . . 


100,000 

0 

0 


Account . . 

7 

200 

0 

0 







» 30 

„ Balance carried 












down 

V 

99,800 

0 

0 









£ 

100,000 

0 

0 



£ 

100,000 

0 

0 







19... 
June 30 

By Balance brought 












down 

V 

99,800 

0 

0 
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3 Forfeited Shares Account. 3 

Dr, Cr. 


19 


j. 

£ 

s. 

d. 

19 .. 

By Share Capital 

j. 

£ 

s. 

d. 

June 30 

To First and Final 





June 30 





Call Account . . 

,, Balance carried 

7 

100 

0 

0 

Account . . 

7 

200 

0 

0 

30 


down . . . , 

V 

100 

0 

0 










£200 

0 

0 




£200 

0 

0 







xg... 
June 30 

By Balance brought 












down 

V 

100 

0 

0 


5 First and Final Call Account. 5 

Dr. Cr 


19. .. 



£ 

s. 

d. 

19. .. 


J. 

£ 

s. 

d. 

June 30 

To Balance brought 





June 30 

By Forfeited Shares 






forward . , 

V 

100 

0 

0 


Account . . 

7 

100 

0 

0 


Blanks, Limited. 

BALANCE SHEET, JUNE 30, 19.,. 

(Liabilities Side Only.) 


Capital : — 

Nominal : — 

100,000 Ordinary Shares of £i each . . . . £100,000 0 0 

£ 

6. 

Issued • 

100,000 Ordinary Shares of £r each, fully called , . . . £100,000 0 0 

Less 200 shares forfeited as per resolution of Directors, 
dated June 30, 19 200 0 0 

99,800 

100 


Forfeited Shares Account, amount paid 00 shares forfeited as above . . 

a 


An alternative, and more direct, method is as follows : — ■ 


19... 
June 30 


JOURNAL. 

Dr. Cr. 


Ordinary Share Capital Account Dr. 

To Fust and Final Call Account . . . . 

„ Forfeited Shares Account . . . . . . . . . . 

Being 200 Ordinary Shares, fully called up, forfeited as 
per resolution of the Directors, dated this day. 



Most companies, however, prefer the method set out on the previous 
page. 

Reissue of Forfeited Shares. — In the illustration given above, the 
company has received ,£100— los. per share on the 200 shares for- 
feited by X. Y. The issued capital of the company has been reduced by 
200 shares, as shown in the Balance Sheet. Although, if the Articles 
so provide, a defaulting shareholder is still liable for the unpaid calls 
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on forfeited shares, it is the usual practice to treat the unpaid calls 
as a bad debt, and to take steps to reissue the shares to a fresh holder. 
Assuming that, in the illustration given above, the 200 shares are 
reissued on July 30, 19. ., to R. Y., at the price of los. per share, the 
entries would be as follows : — 


JOURNAL. 


Dr, 


Cr. 


19... 

July 30 


Forfeited Shares Reissued Account Dr. 

To Ordinary Share Capital Account 

Being reissue of 200 Ordinary Shares forfeited on June 30, 
19 .. 


Sundries .. .. ..Dr, 

Cash (New Shareholder) 

Forfeited Shares Account 

To Forfeited Shares Reissued Account . . 

Being amount already received and Cash paid by R. Y. on 
reissue of 200 Ordinary Shares as above. 


L.F. 

5 

I 


C.B. 


7 

L.F. 

3 

5 


I 

200 


100 

100 


LEDGER. 


1 Ordinary Share Capital Account. I 

Dr. Cr. 


10... 
July 30 

To Balance earned 
down 

V 

i 

100,000 

s. 

0 

d 

0 

19 .. 

June 30 

July 30 

By Balance brought 
down . . . . 

„ Forfeited Shares 
Reissued Account 

b 

i 

99,800 

200 

S. 

0 

0 

d. 

0 

0 



t 

100,000 

0 

0 



£ 

3 

s 

0 

0 







19 . 
July 30 

By Balance brought 
down . . . . 

V 

100,000 

0 

0 


3 Forfeited Shares Account. 3 

Dk. Cr. 


19... 


H 

1 

I 

i 

19 -.. 


■ 


B 


July 30 

To Forfeited Shares 


■ 

Tuae .30 

By Balance brought 

■ 


■ 


Reissued Account 

1 

100 

I 

1 


down . . . . 

V 


I 



5 

Dr. 


19... 
July 30 


Forfeited Shares Reissued Account. 5 

Cr. 



j. 

i 

s. 

d. 

19... 


M 


B 

To Ordinary Share 




July 30 

By Sundries . . . . 




Capital Account. . 

8 

200 

0 

0 



1 


1 


7 CASH BOOK. 7 

(Debit Side Only.) ce. 




■ 

■1 

H 

d. 

July 30 

To Cash, R. Y., in respect of 200 Ordinary Shares reissued . , 

■ 


■ 

0 


The more direct method of entry is shown in the next example, 
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Reissue of Forfeited Shares at a Premium— If forfeited shares 
are reissued at a higher price than the amount outstanding upon them, 
the extra amount received represents a premium, and should be treated 
as a capital profit and used to strengthen the company’s reserves. 
Reverting again to the illustration given above, and assuming that the 
200 shares in question were sold to R. Y. for £150, the necessary entries 
would be as follows ; — 

8 JOURNAL 

Dr, Cr. 


19. .. 



£ 

s. 

d. 

£ 

s. 

d. 

July 30 

Sundries ; — Dr. 








R. Y. (Cash) 


150 

0 

0 





Forieitcd Snares Account 

To Sundries : — 


xoo 

0 

0 





Ordinary Share Capital Account 





200 

0 

0 


Premium on Shares Account 





50 

0 

0 


Being reissue of 200 Ordinary Shares forfeited to R. Y. at 









the price of £150 as per resolution of even date. 









10 LEDGER. 10 

Premium on Shares Account. 

Dr Cr. 




£ 

1 

1 

Ju?y 30 

By R. Y. reissue of 200 



1 




1 

1 

shares 

j. 

B 

1 


The premium on shares, £50, would appear on the liabilities side 
of the Balance Sheet as a separate item after the statement of Share 
Capital. 

EXAMINATION QUESTION. 

The Directors of Blanks, Ltd., decided to forfeit 500 Ordinary Shares, 
standing in the name of X. Y. Z., on the ground that the final call of 53. per 
share remained unpaid after several applications. 

The Company’s £i Ordinary Shares were issued at a premium of 2s. 6d. 
per share, and were payable as follows : On application (May ist), gs. per 
share ; on allotment (May isth), ys. 6d. per share, including the premium ; 
on June ist, ss. per share ; on July ist, 5s. per share. 

Give the entries necessary to record this forfeiture. {Royal Society Arts.) 

Solution. 


3 JOURNAL. 

Dr. Cr, 


19. .. 



£ 

s. 

d. 

£ 

8. 

d. 

Aug. I 

Ordinary Share Capital Account Dr. 

I 

500 

0 

0 




To Forfeited Shares Account . , 

Being soo Ordinary Shares of £i each, fully called up. 

5 



500 

0 

0 




forfeited by resolution of the Directors, dated .... 








II 1 

Forfeited Shares Account . . . . . , Dr. 

5 

125 

0 

0 




To Second Call Account . , . . 

Being amount (5S. per share) unpaid on 500 shares for- 

7 



125 

0 

0 




felted as above. 
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LEDGER. 


Ordinary Share Capital Account. 


1 


(Say 50,000 Shares of £i each.) 


1 


To Forfeited Shares 

j. 

£ 

s. 

d. 

19-*. 
May I 

By Application Ac- 


£ 

s. 

d. 

Account . . 

3 

500 

0 

0 


count 

J. 




,, Balance carried 





,, 15 

„ Allotment Account 

j. 

12,500 

0 

0 

down 


49,500 

0 

0 

.Tune I 

,, ist Call Account 

T. 

12,500 

0 

0 






July I 

„ 2nd Call Account 

J. 

13,500 

0 

0 


£ 

50,000 

0 

0 



£ 

50,000 

0 

0 






19... 
Aug. I 

By Balance brought 











down 

V 

49,500 

0 

0 


3 


Premium on Shares Account. 


3 


Dr. Cr. 





£ 

s 

d. 

19* - 

May 15 

By 2s. 6 d. per share 

B 

■ 

1 









on 50,000 shares 


1 


5 


Forfeited Shares Account. 




5 

Dr, 










Cr. 

19. . 


J- 

£ 

s. 

d. 

19... 


J. 

£ 

s. 

d. 

Aug, » 

To Second Call Ac- 





Aug. I 

By Ordinary Share 




count . . . . 

3 

125 

0 

0 


Capital Account 

3 

500 

0 

0 

» 1 

„ Balance carried 










down 

V 

375 

0 

0 










£500 

0 

0 




£500 

0 

0 







i 9 ... 
Aug. I 

By Balance brought 












down . . . « . . 

V 

325 

0 

0 


7 Second Call Account. 7 


Dr. Or. 


19... 
July 1 

To Share 
Account 

Capital 

2 

c 

12,500 

5 . 

0 

d. 

0 

19.-. 
July X 

,* I 

By Cash, Sundry 
Shareholders 
,, Forfeited Shares 
Account . . . . 

C.B. 

J. 

3 

£ 

H.32S 

125 

s. 

0 

0 

d. 

0 

0 




£ 

12,500 

0 

0 



£ 

12,500 

J 

0 


The Application and Allotment, and First Call Accounls would duplicate 
the Second Call Account given above, except that the credit entry would 
be “ By Cash, £12,500,” and need not be repeated here. The tendency of 
many candidates is to write back the premiuna of as. 6d. per share on 
X, Y.Z.’s 500 shares. The premium would, of course, be forfeited, together 
with the amounts paid on Application and Allotment, and First Call Accounts, 
and would remain in the Premium on Shares Account as shown above. 
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In view of the provisions of S. 63 that a transfer of shares must not 
be registei-ed except on production of an instrument of transfer, it 
would appear to be necessary for a nominee of the company to execute 
a transfer to the person to whom the shares are re-issued. 

Surrender oi Shares. — Shares may be surrendered if the Articles 
authorise surrenders, but to avoid a technical reduction of capital, the 
sanction of the Court must first be obtained, unless the circumstances 
of the case justify the ordinary procedure of forfeiture. Forfeiture is 
the best and shortest course to pursue in suitable circumstances. 
Surrendered shares may be reissued on the principles already explained 
in connection with forfeited shares. The most common circumstances 
leading to a surrender of shares arise in connection with the purchase of 
a business, or assets which turn out to be less valuable than was 
assumed at the time of purchase. 

filiistraiion. — A. B. sold his business to Blanks, Ltd., as a going 
concern for £100,000, payable as to £25,000 in cash and £7S>ooo in fully 
paid shares. The stock taken over fell heavily in value owing to market 
depreciations, and .some large book debts proved to be irrecoverable. In 
view of this, A. B. agreed to surrender £25,000 of the shares allotted to 
him. Assuming the surrender to have been effected with the sanction of 
the Court and by the ordinary process of surrender, the effect on the 
company’s Balance Sheet would be as follows : — 


Blanki, Limited, 


BALANCE SHEET, DECEMBER 31, 19... 


Capital 5— 

75,000 Ordinary Shares 
of £x each issued as 

fully paid ;C75,ooo 

Less shares surrendered 

by A. B 25,000 

£ 

s 

d. 

Purchase of Business Ac* 

count £100,000 

Less shares surrendered 

by A. B 25,000 

£ 

75,000 

s. 

50,000 












d. 


o 


Liens and Charges on Shares. — The majority of Articles provide 
that the company shall have a lien on shares and dividends, for calls or 
debts due from members to the company. The rules of the Stock 
Exchange prohibit the extension of this power to fully paid shares. 

As an alternative to forfeiture, therefore, the company may sue the 
defaulting member, or may stand on its lien, and sell the shares. Table 
A empowers the company to sell shares on which it.has a lien for moneys 
presently payable, after giving the defaulter at least fourteen days' 
notice in writing of the intention to do so if the moneys are not 
paid. The company can authorise a nominee to execute a transfer 
giving effect to the sale. The defaulter is entitled to any surplus 
realised. 

Loans are frequently obtained from bankers and others on the 
security of shares. It is not usual for an actual transfer of the shares 
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to be registered by the company in favour of the lender. Generally 
the borrower deposits with the lender his share certificate or certificates, 
accompanied by a transfer in blank, i.e. a transfer with no transferee’s 
name filled in. This gives the lender an equitable title to the shares. 
The company is not affected by this procedure, since companies must 
take no notice of equities or trusts. But, although the company cannot 
register a notice of any equitable interest of third parties, it loses its 
own priority of lien on receipt of such notice {Bradford Banking Co. v. 
Briggs [1886]). The lender takes the risk of fraud on the part of the 
borrower, or of bankruptcy proceedings being instituted against him. 
But he can protect himself by applying for, and filing with the Supreme 
Court, a document termed a Notice in Lieu of Distringas. A certified 
copy of this notice when served on the company will prevent the transfer 
of the shares, or the payment of dividends without prior notice being 
given to the lender. 

Redemption of Redeemable Preference Shares. — The law 

regulating such redemption has been stated at p. 301. It is now suffi- 
cient to give an illustration. 

Illustration. — Uprichards, Ltd., had issued 20,000 Redeemable Preference 
Shares of £i each, redeemable on 30th September, 19 . . , at 22s. 6d. per share. 
On that date, the company had a Reserve of £14,000 and a balance at the credit 
of Profit and Loss Account of £500, and the directors decided to utilise these 
resources in redeeming the shares, raising the balance of the money by the issue 
of Ordinary Shares of £i each at a premium of 53. per share, payable in full on 
application. Show by Journal entries the records of these transactions. 


JOURNAL 

Dr. Ch. 




i 

8 . 

d. 

i 

s. 

d. 

Premium on Shares Account . . . . • • • ^ Pr. 


1,600 

0 

0 




To Reserve Account 





x,6ao 

0 

0 

Redeemable Preference Shares Account .. Dr. 


20,000 

0 

0 




Profit and Loss Account . < . . • » • • • • 


500 

0 

0 






2,000 

0 

0 









22,500 

0 

0 

20,000 Redeemable Preference Shares of jfi each 








fully paid, now redeemable, and provision of 








premium of os. 6d. per sharCi in accordance with 








s. 46 










13,600 

0 

0 




To Capital Redemption Reserve Fund 





13, 

0 

0 

Transfer in accordance with S. 46 [r(c)]* 




_ 





26 
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Issue of Debentures. — The opening entries necessary for recording 
an issue of debentures are similar to those required for recording an 
issue of shares. For example : — 


JOURNAL. 

Dr. Ck 


19... 

Dec. 12 

Debenture Application and Allotment Account 

To 5 % Debentures Account 

Dr. 


£ 

s. 

d. 

£ 

s. 

„ 12 

Debenture Call Account 

To 5 % Debentures Account . . 

(and so on] 

Dr. 








Separate Application and Allotment Sheets, Cash Book, and 
Banking Account should be opened in the case of a large issue of 
debentures in order to facilitate registration and audit. Debentures 
are usually payable in full, either on application or by two or three 
instalments over a short period. 

Issue of Debentures at a Premium. — Debentures, like shares, may 
be issued at any premium that can be commanded. The entries 
necessary are similar to those required for a share issue at a premium. 

Illustration. — Uprichaids, Ltd., offered for .subscription on December 12, 
19.., Xjooo 5 % Debentures of £100 each at the price of £110, payable 
as to £ao on application and £90 (including the premium) on allotment. 
The whole issue was subscribed and allotted, and the moneys due were paid 
on or before December 18, 19. .. 


JOURNAL. 

Dr, Cr. 


19... 
Dec. 18 

Debenture Application and Allotment Account. . Dr. 


L 

xio,ooo 

s. 

0 

d. 

0 

£ 

s. 







10,000 



Being £20 per debenture of £100 on application and 
£90 on allotment as per resolution of the Directors, 
dated December 18 , 19. . . 







The Ledger accounts will be similar to those already illustrated in 
the case of an issue of shares at a premium. 

As with premiums on shares so with premiums on debentures, it 
is suggested that they should be separately stated on the liabilities side 
of the Balance Sheet and treated as a capital reserve, although here 
also, in the absence of express prohibition to the contrary in the Articles, 
there appears to be nothing to prevent such profits from being treated 
as ordinary revenue. 

Issue of Debentures at a Discount. — Debentures may be issued 
at a discount if so authorised by the Articles. But where they are so 
issued, the terms of issue may not include an option to convert the 
debentures into their par value of fully paid shares, for that would be 
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tantamount, if taken advantage of, to an issue of shares at a discount — 
an illegal proceeding {Moseley v. Kojfyfontein Mines, [1904]), unless 
the shares are validly issued at a discount under S. 47. Students 
appear to find difficulty in the fact that whereas debentures may, 
shares may not, except under S. 47, be issued at a discount. The 
reason is that a shareholder is really equivalent to a partner in the 
company, whereas the debenture holder is a creditor of the company. 
The amount of discount on debentures, or shares (issued under S. 47), 
and any commissions payable on the issue, must be stated in the 
Prospectus (Fourth Schedule), and must be set out separately in the 
company’s Balance Sheet until written off (S. 44). The discount must 
also be stated in the Annual Return (S. 108 [3 (g) (A)]). 

Issues at a discount seem to present difficulties to some students, 
but carefully considered the procedure is quite simple. The essential 
fact to remember is that the company is under liability to repay the 
full face value of the debentures on maturity. The issue to-day of 
a j^ioo debenture at ^95, repayable ten years hence, means that although 
upon issue the company receives but it will have to pay f,xoo 
on the date of maturity. The company must therefore acknowledge 
the full liability for fioo in its books, and treat the ,^5 discount as a 
temporary asset, and write it off during the life of the debenture. 
This discount practically amounts to deferred interest paid in a lump 
sum upon maturity of the debenture. 

The simple rule to remember is : — 

{a) Credit Debentures Account with the full amount repayable on 
matunty, and (b) debit to Discount on Debentures Account the difference 
{discount) between {a) and the actual cash received. 

Illustration. — On January i, 19.., Soleil d’Or, Ltd,, offered for sub- 
scription sso S % Debentures of £roo each at the price of 95, payable 
as to £20 on application, £40 on allotment, and £35 on March i, 19... 
The whole issue was subscribed and allotted, and the amounts due were 
paid on or before March i, 19... 


19... 
Jan. 5 


Mar, I 


JOURNAL. 


Dr. 


Cr. 


Debenture Application and Aliotmeiit Account . . Dr. 

To 5 % Debentures Account 

Being £20 on appiication, and £40 on allotment, on 550 
5 % Debentures issued at 95 as per resolution oi 
Directors, dated January 5, 19. .. 


Debenture Final Call Account Dr. 

To 5 % Debentures Account . ' 

Being final call of £35 pcr debenture on SSO 5 % Deben- 
tures issued at 95 as above 


Debenture Discount Account .Dr. 

To 5 % Debentures Account , A' u " 

Being discount at £5 per debenture on 550 5 % Deben- 
tures issued at 95 as above. 


L.F. 

£ 

s. 

d. 

£ 

s. 

6 

33»ooo 

0 

0 



5 




33,000 

0 

8 

19,250 

0 

0 



5 




19,250 

0 

7 

2.750 

0 

0 



5 




2,750 

0 
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LEDGER. 


5 5 % Debentures Account. 5 

Dr. Cr. 



6 Debenture Application and Allotment Account. 6 

Dr, Cr. 


19. .. 

Jan. 1 To 5 % Deben- 
tures Account 
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EXAMINATION QUESTION. 

A limited company having decided to issue £10,000 5 % debentures, 
namely, 100 of £ioo each at a discount of $ %, arrange with Softleigh & Co, 
to underwrite the whole issue at a commission of s % on the nominal value. 
In due course 90 debentures were subscribed, paid for and allotted, the 
remaining 10 debentures being allotted to Softleigh & Co. as per their 
undetwriting agreement. You are required to show the accounts in the 
Company’s books necessary to record these transactions, including the 
account with Softleigh & Co., also state how the debentures will appear on 
the next Balance Sheet of the Company. (London Association Accountants.) 


Solution. 

JOURNAL. 


Dr. 


Ce. 


16 




s. 

d. 

i 

s. 

d. 

3 

8,550 

0 

0 








8,550 

0 

0 

9 

950 

0 

0 




5 




950 

0 

0 

7 

500 

0 

0 




5 




500 

0 

0 

n 

500 

0 

0 




9 




500 

0 

0 


Debenture Application and Allotment Account . . . . Dr. 

To 5 % Debentures . . . . 

Being go debentures of £ioo each issued at a discount of 
5 % to the public as per resolution of Directors, dated .... 

Softleigh &. Co. (Underwriters) Dr, 

To 5 % Debentures 

Being ro debentures at a discount of 5 % not taken up by 
the public and now allotted to the underwriters as per 
resolution of Directors, dated .... 

Debenture Discount Dr 

To 5 % Debentures 

Being 5 % discount on 100 debentures of j^ioo each. 

Debenture Issue Expenses Account . . Dr. 

To Softleigh & Co 

Being 5 % underwriting commission on 100 debentures of 
;(zoo each. 


CASH BOOK. 


Dr, 


Cr. 


To Cash, Sundry De- 
benture Holders 
(Application and 
AllotmentMoneys) 


1 

£ 

I 

1 

■ 

1 

8,530 

I 

I 

■ 


f U. d, 


LEDGER. 

3 Debenture Application and Allotment Account. 

Dr. 


3 

Cr. 



i 

£ 

S. 

d. 



C.B. 

£ 

S. 

d. 

To 5 % Debentures 




By Cash 

I 

8,550 

0 

0 

Account . . 

■ 

8,350 

0 

0 























Debenture Discount Account. 
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Purchase of Debentures in Open Market. — When the conditions 
of issue, or the provisions of the Trust Deed, empower a company 
to redeem its debentures by purchasing them in open market, the 
necessary entries are as follows : — 

Illustration. — Uprichards, Ltd., in conformity with their Debenture 
Trust Deed, purchased the following debentures; March isth, from 
John Smith, five s % debentures of £ioo each at £102 ; March 26th, 
from Wm. Robinson, six 5 % debentures of £100 each at £98. The 
expenses in connection with the purchases were £5. Ignore accrued 
interest. 

In actual practice, the cash purchases of debentures would pass 
through the Cash Book. The double-entry aspect of the transactions 
as a whole is set out in the Journal entries given below. 


JOURNAL. 13 

Dr* Dr, 




£ 

S. 

d. 

i 


d. 

Debenture Purchase Account Dr. 

3 

1,098 

0 

0 



To Sundries : — 







John Smith 

7 




510 

0 


William RobinsoQ 

9 




588 

0 


Being purchase of ,£500 Debentures at 102, and £600 at 







98 respectively. 








5 % Debenture Stock Account , . Dr. 

5 

1,100 

0 

0 




To Debenture Purchase Account 

Being debentures purchased as above. 

3 




2,100 

0 

0 

Debenture Purchase Expenses Account , . . . . Dr. 

11 

so 

0 

0 




To Debenture Purchase Account . . 

Being premium on purchase from John Smith as above. 

3 




10 

0 

0 

Debenture Purchase Account Dr. 

3 

X2 

0 

0 




To Debenture Purchase Expenses Account . . . . . . 

Being discount on purchase from William Robinson as 

II 




12 

0 

0 

above. 









CASH BOOK. 


2 




£ 

s. 

d. 

19..* 



£ 

s. 

d. 






Mar. 15 

PI 26 

By John Smith 
,, Wm. Robinson. . 

7 

9 

510 

588 

0 

0 

0 

0 






PI 26 

„ Expenses on De- 










benture Purchases 

11 

5 

0 

0 


LEDGER. 


3 Debenture Purchases Account. 3 

Dr. Cr. 


i 9 *** 


j. 

£ 

5 . 

d. 

19 ... 


j. 

£ 

s. 

d. 

Mar, 13 

To John Smith .. 

13 

510 

0 

0 

Mar. 26 

By 5 % Debenture 





„ 26 

„ Wm. Robinson 

13 

58S 

0 

0 


Stock Account . . 

13 

i,roo 

0 

c 


„ Debenture Pur- 





„ 26 

„ Debenture Pur- 






chases Expenses 






chases Expenses 






Account . . 

13 

12 

0 

0 


Account . . 

13 

10 

0 

0 



£ 

1,110 

0 

0 



£ 

1,110 

0 

0 
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5 

Dr. 

S % Debenture Stock (Trustees’) Account. 


5 

Cr. 

19. .. 
Mar. 36 

j. i s. d. 

To £r,ioo Deben- 
tures Purchased 13 1,100 0 0 

£ 

s. d, 

7 

Dr. 

John Smith 


7 

Cr. 

19.,. 1 
Mar. 15 ! 

C.B. i s. d. 19... J. 

To Cash .. .. 2 510 0 0 Mar. 15 By £300 Debentures 13 

i ' 

5 iO| 

s. d. 
0 0 

9 

Dr. 

William Robinson. 


9 

Cr. 




Note — At the close of the year, the balance of this account would be 
transferred to Profit and Loss Account. Since the cash resources have been 
depleted, it is also advisable, in order to preserve working capital, to transfer 
from Profit and Loss Account (Appropriation Section) to General Reserve 
Account an amount equal to the cash cost of purchasing the debentures — in 
this case £i,loo (the other £3 will be written off). 


Debenture Issue Expenses. — Considerable expense attaches to a 
Debenture issue. The expenses will probably include : Underwriting 
commission, brokerage paid to stockbrokers and others for placing 
bonds, advertising, printing, law costs^ statutory filing fees, and cd 
valorem duty. These expenses will appear as payments on the credit 
side of the Cash Book, or as credits to personal accounts, and should 
be posted to the debit of a separate ledger account headed Debenture 
Issue Expenses Account. The balance of this account must appear 
as a separate item in the Balance Sheet (S. 124 [i(i)]), and should be 
written off in instalments over the life of the debentures, or, preferably, 
within a shorter period. 

In this connection, also, some students appear to find difficulty. 
Briefly put, these expenses represent an actual loss incurred in raising 
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money by means of a debenture issue. Clearly this loss must be 
extinguished on or before the maturity of the debentures. It is reason- 
able, however, to assume that all the years between issue and maturity 
will benefit by the employment of the money borrowed. That being so, 
it is legitimate to spread the expenses over the life of the issue, although 
it is preferable to extinguish the item sooner. 

If the issue is redeemable by annual drawings of fixed amount, 
it is theoretically correct to apportion the expenses on the basis of the 
amount of debentures outstanding, so that all the years wliich benefit 
from the loan shall bear their due proportion of the expenses. Practical 
experience, however, shows that most companies endeavour to eliminate 
the item more expeditiously than adherence to this theory would 
permit. 

Premiums and Discount in Balance Sheet. — The method of 
setting out premiums and discount in the Balance Sheet can best be 
shown by an example : — 


Illustration — The nominal capital of Uprichards, Ltd., consists of 
^200,000, divided into 100,000 ordinary shares of each and joo,ooo 
7 % preference shares of £i each. The whole of the share-s were offered 
for subscription. Of the ordinary share.?, 85,000 were applied for, allotted, 
and fully called up. All calls were paid, except the final call of ss. per 
share on 1,000 shares. The preference shares were issued at a premium 
of 3S. 6d. per share, and were fully subscribed, allotted, and paid up. The 
company also issued 500 $ % debentures of £too each at 95. The issue 
was fully subscribed, allotted, and paid up. The expenses of issue were 
£1,500. The debentures were repayable in five years from the date of 
issue, and the Directors decided to write off the discount and expenses in 
equal annual instalments over that period. Give the necessary entries 
recording the position at the close of the year immediately following the 
above issues as shown in the company’s Balance Sheet. {See next page.) 


Debenture Interest. — Interest on debentures is usually payable 
half-yearly. As it represents interest on a loan, it must be paid 
whether profits are made or not. Income tax at the current rate 
must be deducted from the interest when paid. A debenture interest 
warrant is illustrated on p. 397. 

Debenture Interest Book . — When the debenture holders are numerous, 
it is usual to keep a Debenture Interest Book. A suitable ruling for 
this book is given on p. 396. 

Debenture Coupons . — Debenture bonds made out to bearer are 
negotiable instruments. Interest on them is paid by means of detach- 
able Interest Coupons covering a series of years, attached to the bonds, 
and made payable on the dates when the interest on the bonds falls 
due. It is usual to keep a Coupon List recording the numbers of all 
bonds issued and to note therein the due date and payment of the 
coupons attached to the bonds. A ruling for a Coupon List isillustrated 
onp. 396. 





• Or whatever the current late of tax may be. 


The Sundry Debenture Holders’ Account will automatically 
close when all the interest warrants have been paid. The income 
tax deducted will, as already explained in connection with the income 
tax deducted from Dividends, remain at the credit of Income Tax 
Account pending the final adjustment of all income tax due by the 
company for the fiirancial period. 

In the case of large issues, a separate banldng account is opened, 
the net amount payable to the debenture holders being credited to it 
by means of a transfer from the main banking account. This banking 
account will automatically close when all the warrants have been 
presented and paid. 

Unclaimed Debenture Interest. — If, when the annual accounts are 
prepared, a balance remains on the Sundry Debenture Holders’ 
Account, it will represent unclaimed debenture interest, and should be 
added “ short ” to the debentures and the total extended to the outer 
columns in the Balance Sheet. If a separate banking account has been 
opened for the service of debenture interest, a similar amount will 
remain as a balance in hand and should be separately stated amongst 
the various bank balances. If no separate banldng account has been 
opened, the unclaimed interest will, of course, be merged in the general 
bank balance. See the reference to the Burnham Case on p. 361 as to 
such interest becoming Statute barred. 

Redemption of Debentures.— With the exception of irredeemable 
debentures, all loans of this kind are repayable at certain fixed dates. 
In the case of Governments or Corporations whose issues are popular 
with investors, a fresh loan is usually relied upon to replace one falling 
due, and, frequently, holders of the old loan have the option of convert- 
ing into the new on favourable terms. But in the case of ordinary 
commercial issues, provision must be made so that the funds necessary 
for redemption may be available when the issue matures. There 
are various ways of redeeming debentures, (a) A sinking fund may be 
created by the annual purchase of gilt-edged Stock Exchange securities ; 
(b) the debentures may be purchased in the open market ; (c) a Capital 
Redemption Policy may be taken out by the company ; (d) there may 
be annual drawings of fixed amount. 







DEBENTURE INTEREST BOOK. 
















This portion o£ the Interest Warrant to be retained by the Proprietor. 
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{Debenture Interest Warrant.) 
UPRICHARDS, LIMITED. 


A. N. Other, Esq., 

Spencer House, 
E.C. 


S3a Oxford Street, W. i . 

January i , 19.,. 


3. 



Dear Sir or Madam, 

Herewith I have the pleasure to hand you a warrant for the 
interest on your debenture stock as undei for the six months ended 
December 31, 19.., less Income Tax, which I hereby ceitify will be 
accounted for by the Company to the proper officer for the receipt of 
taxes. This statement will be accepted by the Inland Revenue a,s proof 
of payment of the tax in claiming exemption from, or return of, Income 
I'ax. 


G. W. Both, 

Secretary, 


Holding. 





£ 

S. 

d. 

£353 

4 % ist Debenture Stock at /s per £100 





Stock . . ■ 

7 

I 

2 

£ 

4i % and Debenture Stock at £z ss. od, 





per £100 Stock 





Total 

7 

I 

2 


Less Income Tax at 43. od. in the £ . . 

1 

8 

3 


Net Amount 

£5 

12 

II 

{Perforahon,) — — — . — — — — — . 


UPRICHARDS, LIMITED. 


Warrant for Interest for Half-year ended 
December 31, 19... 


No. 1343. 

To National Provincial Bank, Limited, 
Princes Street, E.C. 


London, 

January 



X, 19. .. 


Pay A. N. Other, Esq. 

Five pounds, twelve shillings and eleven pence. 

For and on behalf of 

£s 13 II. UPRICHARDS, LIMITED. 


Stump 


G. W. Both, Secretary. 

A. Always, Asst. Secretary. 

Signature of Payee 

This warrant must be presented for payment within six months from date. 
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Illustration (a). Sinking Fund . — Soleil d’Or, Ltd., issue £ioo,oao of 
debentures redeemable in twenty years. It is decided to provide the funds 
for redemption by an annual investment in first-class securities of a sum 
which at 3 % per annum compound interest will produce the amount 
required for redemption. The annual sum to be invested is the amount 
which annually invested at 3 % compound interest will in twenty years 
produce the capital amount to be redeemed. From the Tables we find 
that the sum required to be invested at 3 % compound interest to produce 
£i in twenty years is £0-03^2. Multiplying this by 100,000, we obtain 
£3,720 as the annual instalment to be invested at 3 % compound interest 
to produce £100,000 in twenty years. This amount will be appropriated 
from profits and credited to Redemption of Debentures Sinking Fund 
Account, and an equivalent amount of cash invested at the beginning of 
each year. All interest accrued will also be ci edited to the account and 
immediately invested. The Journal entry will be as follows : — 


JOURNAL. DR. Cr. 


19 .. 
Dec. 31 

Profit and Loss Account (Appropriation Section) Dr. 
To Redemption of Debentures Sinking Fund 

Account 

Being the annual instalment required for the re* 
demption of the debentures as per the conditions 
of issue. 


£ 

3,720 

8. 

0 

d. 

0 

£ 

3,730 

s. 

0 

.. 31 

Investment of Sinking Fund Account . . . . Dr. 

To Cash 

Being purchase of investment. 

{Note . — In practice this purchase would be posted 
direct from the Cash Book— no Journal entry 
being made.) 


3,720 

0 

0 

3,720 

0 


On initiation of the fund, the purchase of the investment (;£3,72o) 
will appear as a payment on the credit side of the Cash Book, from 
which it will be posted direct to the debit of the Investment of 
Sinking Fund Account. When the second instalment of £3,720 
becomes due, it will be added to the interest (£iii 12s.) received on 
the first instalment for the past year, and £3,831 12s. will be invested ; 
and so on from year to year throughout the twenty years. 

The annual appropriations from Profit and Loss Account, and the 
annual interest received, will be posted to the credit of the Redemption 
of Debentures Sinking Fund Account ; the annual purchases of 
investments will be credited to Cash and debited to Investment of 
Sinking Fund Account. 

When the debentures mature for payment, the investments will be 
realised and the proceeds be credited to the Investment of Sinking 
Fund Account ; the debentures will be paid off and the Debentures 
Account debited with the payment ; and the Sinking Fund will be 
transferred to general reserve, in which it becomes merged. 

The relative ledger accounts are simple and need not be illustrated. 

An illustration of the purchase of debentures in the open market 
has already been given on p 391 . It may, however, be useful to extend 
the principles there illustrated to purchases of debenture stock. 
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Illustration (b). Purchase in Open Matket . — The Aiticles of Soleil d’Or, 
Ltd., provide for the purchase of the company’s 5 % debenture stock in 
the open market at a price not exceeding £102 per £100 debenture stock. 
£80, 000 of the stock had been issued and fully paid up. During the year 
19.. the company purchased thirty debentures at 98 in the open market. 
A circular was sent to every debenture stock holder enclosing a tender 
form as illustrated on p. 400. Ten debenture stock holders, holding an 
aggregate of forty debentures, sent m tenders at 97 J per debenture, and these 
were accepted. All purchases were completed on January s, 19. . . Ignore 
accrued interest. 

The entries are as follows : — 


S % DEBENTUItE STOCK. Cr. 



•CASH BOOK. Ck. 


£ 

1 

i 

ig... 
Jan. 5 

By Cash, purchase of 


£ 

s. 


1 

1 

lifloo Debenture 
Stock at 98 . . 


3,940 

0 



1 

1 

»i 5 

„ Cash, purchase {by 
tender) of ^4,000 





1 

1 


Debenture Stock at 

97 i 


3,900 

0 


DISCOUNT ON REDEMPTION OF DEBENTURE STOCK 
ACCOUNT. 


Dr. 


Cr. 



£ 

$. 

d. 

19... 





Jan, 5 


By 5 % Debenture 
Stock Account 


I 

160 


It is submitted that the profit on the purchase of debentures should 
be treated as a capital profit, and not as ordinary revenue. The 
contention of those who would treat such profits as ordinary revenue 
is that the saving effected by the redemption represents a capitalised 
reduction of interest on a debt. 
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If a direct appropriation from profits is made for the redemption 
of debentures, a further entry is necessary, viz. debiting Profit and 
Loss Account (Appropriation Section) and crediting Debenture 
Redemption Reserve Account or General Reserve Account with the 
amount appropriated. This is certainly generally advisable, in order 
that working capital may be preserved. 

The amount of the debentures redeemed will, of course, appear 
in the Balance Sheet as a deduction from the original issue as follows : — 

S % Debenture Stock — £ £ 

800 Debentures of £100 each 80,000 

Lest 70 Debentures of £100 each redeemed 

to date 7,000 

£7.3.000 

Sometimes the debentures are held by the Debenture tiolders’ 
Trustees, and appear as an investment on the asset side of the Balance 
Sheet, in which case, of course, no deduction is made from the liability. 


TENDER. 

SOLEIL D’OR, LIMITED. 

5 % First Mortgage Debenture Stock. 
Tender of Debenture Stock. 


i9-.- 

To the Directors of 

SoLEiL d’Or, Limited, 

53a Oxford Street, W. 

I 

of 

hereby tender £ of the above stock registered in my name at 

£ per £100 of Debenture Stock, this price to include accrued 

interest ; and if this offer, or any part thereof, be accepted, I hereby 
undertake to surrender corresponding certificates for the stock, and to 
execute any transfer of such stock as you may require. 

Yours truly, 


Signature . . 
Address . . . 
Occupation 


Illustration (c). Capital Redemption Policy . — Soleil d’Or, Ltd., issued 
£50,000 of 5 % debentures, the whole of which were subscribed and fully 
paid up. In order to piovide for the redemption of the debentures, a 
Capital Redemption Policy was taken out securing the payment of £50,000 
on the maturity date of the debentures. The annual premium on the policy 
■was £3,895. "rhe entries are as follows : — 
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Dec. 31 Profit and Loss (Appropriation Section) . . .. Dr. 

To Sinking Fnnd for Redemption of Debentures 
Being the annual instalment on the fund for the 
redemption of the 5 % Debentures as per con- 
dition of issue. 

.. 31 Debenture Redemption Policy Account . . . . Dr. 

’ To Cash 

Being the annual premium on Policy No. A3745e 
for the service of the above fund. 

[Note . — This amount would be posted direct from 
the Cash Book in actual practice.) 



The endowment policy method is probably a little more costly than 
the investment of the sinking fund in Stock Exchange securities. But 
it has the advantage of ensuring that the exact sum required will be 
forthcoming at the maturity date. The investment method can only 
be approximate, and should depreciation in the investments occur, 
the sum realised by sale would be inadequate to discharge the 
debentures. 

Illustration (d). Annual Drawings , — Soleil d’Or, Ltd., issued and 
allotted £50,000 5 % debentures. By the terms of issue, the company 
was to repay 50 debentures of £100 at par, on December 31st of each year, 
by annual drawings. The company’s profits for the first year were 
£iSi 787' The drawing took place, and £s,ooo of the stock was duly paid 
off on January 2, 19. . . 

The necessary entries are : — 

S * PROFIT AND LOSS ACCOUNT. S 


Dec. 31 To Redemption of 
Debentures Ac- 
count . . . . 

„ 31 „ Balance carried 

down . . . . 




By Cash, Repayment 
of Bonds Nos. 12 
?2, 89, 98, roS, 

112, 128, Z42, 

172, 191, drawn 
this day . . . . 41 
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71 REDEMPTION OF DEBENTURES ACCOUNT. 71 

Dr Ce. 




c 

s. 

1 

19... 
Dec. 31 

By Profit and Loss 


i 

s. 

d. 





1 

Account . . 

5 

5,000 

0 

0 


41 S % DEBENTURES ACCOUNT 41 


Dr, Cr. 


19 .. 
Jan. 5 
.. i 

To Cash 

t, Balance cairied 
down 

109 

V 

£ 

5,000 

45,000 

s. 

0 

0 

d. 

0 

0 

19, .. 

Dec.31 

By Balance . . . . 


£ 

50,000 

s. 

0 

d. 

0 



£ 

30,000 

0 

0 



£ 

50,000 

0 

0 







19 - .. 
Jan. 5 

By Balance brought 
down . . . . 

V 

45,000 

0 

0 


Reissue of Debentures. — Debentures that have been redeemed 
may be reissued unless the Articles or the terms of issue forbid that course 
(S. 75). Sometimes the debentures are merely indorsed with a transfer 
to the new holder ; sometimes they are replaced by fresh bonds. 
In both cases restamping is necessary. No fresh entry in the Register 
of Charges is required unless a fresh charge is created. The book- 
keeping entries are simple, viz. a credit to cash and a debit to the old 
Debenture Account for the repayment, and a debit to cash of the moneys 
received, and a like credit to Debentures Account recording the receipt 
of a new loan in place of the old one discharged. If no cash passes, 
however, debit the old Debenture Account and credit the new. 

Sometimes an entire issue of debentures is redeemed in order to 
make a fresh issue on more favourable terms. 

Illustration. — Soleil d’Or, Ltd., decided to redeem its issue of £50,000 
6 % debentures repayable in 19. . for a fresh issue of 5 % debentures for 
a longer term. The debenture holders were given the option of converting 
their holdings to the new issue. The offer was accepted, the old bonds 
were called m and cancelled, and fresh bonds were issued for the new loan. 

The old Debenture Account will be closed, and the new account be 
opened by the following entry : — 


8 JOURNAL. 

Dr. Cr. 


19.., 



£ 

i 

1 


■ 

■ 

Dec. 31 

6 % Debentures Account Dr. 


50,000 







To 5 % Debentures Account 





50,000 

0 

0 


Being cancellation of the old series i-soo and the 









issue, in exchange, of the new series 501-1000, 



■ 

■ 





The changes effected must be notified to the Registrar and be recorded 
in the Register of Charges. 
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EXAMINATION QUESTION 

A company raises a loan of ;£50o,ooo upon Debenture Stock, at a discount 
of zi % on ist January, 19. . (year i). The loan is redeemable at par at the 
end of a period of years, by a cumulative Sinking Fund, but the Company has 
power to call upon the Trustees to apply the Sinking Fund Investments in the 
purchase of stock, if below par, at any time. The annual sinking fund contri- 
bution , exclusive of interest accumulated, is £13,000 This amount is promptly 
invested, together with income accumulations, on ist January in each year; 
capital balances arising from realisation of investments are reinvested at the 
same time. The Sinking Fund instalments are calculated on a 3 % basis, but 
are invested to give a higher yield. 

Sinldng Fund Investments produce interest, less tax, as follows 

Years, £394; Year 3, £608; Year 4, £718. 


Realisations of Sinking Fund Investments are as follows : — 


30th June, Year 3 

£ 

4.306 

S. 

5 

d. 

0 

Original cost 

30th Sept., Year 2 

1,280 

6 

0 

Original cost 

31st August, Year 3 . . 

8,340 

0 

0 

Original cost 

31st March, Year 4 .. 

6,180 

0 

0 

Original cost 


£ s. d. 
4,393 10 0 
1,310 o o 
8,307 10 o 
6,160 o o 


The proceeds of realisations are applied in redemption of Stock as follows : — 


31st July, Year 3 .. .. 

31st October, Year 2 
30th September, Year 3 
30th April, Year 4 . . 


4>30S In. cancellation of 

1,278 In cancellation of 

8,340 In cancellation of 

6,17s In cancellation of 


4,563 Stock. 
1 ,300 Stock. 
8,360 Stock. 
6,200 Stock. 


Interest is paid on the Loan half yearly on 1st July and ist January. 

Prepare accounts in respect of the Sinking Fund transactions given for the 
years 1 to 4 inclusive, showing the manner in which the Sinking Fund would be 
compensated for the loss of interest resulting from the realisation of investments. 
State also how you would deal with the accounts lelating to Discount on Issue, 
Profit on cancellation of Stock, and Profit and Loss on realisation of Invest- 
ments {Chartered Accountants}. 

For Solution see pp. 404-408. 


Debentures Deposited to Secure Advances. — Not infrequently 
debentures are issued to a loan creditor, usually the company’s bankers, 
as security for the loan. The nominal value of the debentures deposited 
generally exceeds the amount of the loan by a margin of from 10 % 
to 15 %. In the author’s experience, examination candidates frequently 
err when dealing with an issue of this kind. The simple facts are these ; 
The liability of the company is the amount of the loan, and not the 
face value of the debentures. The debentures are not an ordinary issue 
for which cash has been subscribed ; they are merely issued as additional 
security for the loan, and are a contingent liability only. If the company 
defaults, the loan creditor can exercise whatever powers the debentures 
confer upon him, in order to protect himself, and he can, in the event 



Solution 



By Balance brought down .. . . £ 479»577 



SINKING FUND ACCOUNT 
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B7 Baiance brought down 29,65811! 



SINKING FUND INVESTMENTS ACCOUNT. 









4o8 higher book-keeping AND ACCOUNTS 




oi a§l 


to ‘H « £ 

«+» ? 3 a 
sap 

•P a”'S 

1“ i5,§ 

li 14 
■« ill 

”-§ ’S-ga 
S-a 

is ® jas 


p& 

oa •ssj 

Q oi+i wa*^ 

S S “ ■-§8 
■S S'I'S *^8 

s ^’43 au® 

SI>Sfega 

■Sg 5 g’'^s 

pplll 

o rt 5 15 fl. ^ 
o, _ w S ^ rt 5 

P'S&g’ag 
a a ° 9 I ® « 


sa§gi“p 
7 a-b S f!'° B 
I ^ o " g s ‘r 

u _r w d ™ ^ 

g'Sa |”--9 

§s III 

w rt &•< t. 


JOINT STOCK COMPANY ACCOUNTANCY 409 

of insolvency, claim a dividend on the deposited debentures pan pa5i« 
with other debentures of the series until his loan is paid in full. A 
note should be made under the heading of the loan ledger account 
giving particulars of the debentures issued as security. The only 
other record necessary is a note in the Balance Sheet as under : — 

BALANCE SHEET 
(Liabilities Side.) 

Loan from Bankers £10,000 

(Secured by the issue of £i 1,000 s % debentures.) 

If the loan is paid off, the debentures are not held to be redeemed. 
They are still available for issue, but may be left on deposit and used 
to cover future loans {see p. 313). 

Balance Sheet and Debentures. — ^The facts that the Balance Sheet 
should disclose regarding debentures are as follows ; — 

{a) The amount originally issued, and the redemptions (if any) 
to date. 

(A) If issued at a premium, the way the premium has been dealt 
with, i.e. treated as a capital reserve, or as ordinary revenue. 

(c) If issued at a discount, the total amount of the discount, the 
amount written off to date, and the amount of the annual instalments. 

{d) Whether redemption of the debentures is being provided for, 
and, if so, how. 

(tf) That the debentures have been issued as additional security ; 
if such be the fact, the issue should be entered “ short ” under the 
liability secured. 

(/) Whether all accrued interest has been brought into account. 

{g) The expenses of issue, and the amount written off to date 
(S. 124). 

If the company has power to re-issue debentures which have been 
redeemed, particulars with respect to the debentures which can be 
so re-issued must be included in every Balance Sheet (S. 75 [3]). 

Statutory Report. — Every company limited by shares, and 
every company limited by guarantee and having a share capital must, 
unless it is a private company, hold a general meeting of its members, 
not less than one month, or more than three months, from the date 
on which it is entitled to commence business (S. 113). This meeting 
is called the Statutory Meeting. At least seven days before the meeting, 
a report, known as the Statutory Report, must be sent to every 
member of the company (S. 113 [2]). The Report must be certified 
by hot less than two directors of the company, or, where there are 
less than two, by the sole director and manager (S, 113 [3]). If this 
meeting be not held, then, fourteen days after the date on which it 
should have been held, any shareholder may apply to the Court to 
have the company wound up (Ss. 168 and 170). But the Court may 
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direct that the meeting shall be held (S. 171 [2]). A copy of the Report 
must be filed with the Registrar (S. 113 [5]. The Statutory Meeting 
is not an ordinary general meeting within the meaning of S. 112, and, 
therefore, no Annual Return need be filed for this meeting. None of 
these provisions apply to a Private Company (S. 113 [10]). 

Statutory Report . — By S. 113, ss. 3, the Report must furnish the 
following information : — 

(m) The total number of shares allotted, distinguishing those 
allotted as fully, or partly, paid up otherwise than in cash, the extent 
to which they are so paid up and the consideration therefor. 

{b) The total amount of cash received by the company in respect 
of all the shares allotted, distinguished as in (u). 

(c) An abstract of the receipts of the Company and of the pay- 
ments made from those receipts up to a date within seven days of the 
date of the report, distinguishing receipts from shares and debentures 
and those from other sources, the payments made thereout, and 
particulars of the balance remaining in hand, and 

(d) An account or estimate of the preliminary expenses. 

(e) The names, addresses, and descriptions of the Directors, 
Auditors (if any), Managers (if any), and Secretary of the company. 

(/) Particulars of any contract the terms of which it is proposed 
to modify together with particulars of the proposed modification. 
By S. 36 a public company may not previously to the statutory meeting 
vary the terms of a contract referred to in the Prospectus or State- 
ment in Lieu except subject to the approval of that meeting. 

The Report must be certified by the auditors (if any) (a) so far as it 
relates to the shares allotted by the company ; (b) as to the cash received 
in respect of such shares ; and (c) as to the receipts and payments on 
capital account (S. 113, ss. 4). 

A list of members, giving their names, addresses, descriptions, and 
shareholdings must lie on the table at the meeting for inspection (S. 1 13, 
ss. 6). 

Statutory meetings are usually brief and formal, and frequently 
futile. But they afford members an opportunity to ask questions relating 
to the promotion and formation of the company. But no resolution 
may be passed notice of which has not been given in accordance with 
the Articles (S. 113, ss. 7). 

Illustration . — Soleil d’Or, Ltd., was formed to acquire an existing 
business, and was registered with a nominal capital of 100,000 ordinary 
shares of each. The vendors received 10,000 shares as part payment 
of sundry assets purchased, and 40,000 shares were allotted to the public. 
The shares were fully paid up with the exception of calls amounting to 
,£500 outstanding on three allotments. The pieliminary expenses were 
estimated at £4,000. The trading receipts and payments were £10,321 
and £9,670 respectively. £25,000 had been paid to the vendors in 
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accordance with the purchase agreement. The bank balance was £11,971. 
The Statutory Report in proper form' recording this position is given 
below. 


Number of Company, 363. 

THE COMPANIES ACT, 1920 

Report (Pursuant to Section 113 of The Companies 
Act, 1929) 

OF 


To be certified by not less than two Directors, and forwarded at 
least seven days before the Statutory Meeting to every Member of the 
Company, and to be delivered to the Registrar of Companies for legis- 
tration forthwith after it is so forwarded — Section 113 of The Com- 
panies Act, 1929. 

Note. — ^This form has been provided for the purpose of indicating the nature 
of the information that is required ; but as the Report to be filed must be a copy 
of that sent to the Shareholders, all that is contained in that Report must appear 
in this. (This is not on an official form. Blank forms cannot be obtained 
from the Registrar of Companies as is the case with official forms such as the 
Annual Return.) 

(а) The Total Number of Shares allotted is 50,000 Ordinary Shares 
of £x each, of which 10,000 Shares are allotted* as fully paid up in 
consideration of part of the purchase price of sundry assets acquired by 
the company, and upon each of the remaining Shares the sum of 
has been paid in Cash. 

(б) The Total Amount of Cash leceived by the Company in 
respect of the Shares allotted wholly for Cash is ;£39,soo, and on 
the Shares allotted partly for Cash is £{nil) . 

(c) The Receipts and Payments of the Company made thereout to 
the loth day of October, 19. ., are as follows: — 



Companies 
Registration 
Fee Stamp 
of $s. 
must be 
impressed 


Particulars of Receipts. 

Particulars of Payments, 



5 . 

d. 


£ 

s. 

d. 

Antount received on 40,000 Ordi- 




Payments to Vendors tn resPeci 




nary Shares issued for Cask . 

39.500 

0 

0 

of purchase of Land, ButJdtngs, 




Trading receipts 

10,321 

0 

0 

and Machinery 

25,000 

0 

0 





Preliminary Expenses 

3,180 

0 

0 





Tradinn payments . , . . . . 

9,670 

0 

0 





Balance at Bank 

11,071 

0 

0 


£49, Sit 

0 

0 


£ 49,831 

0 

0 


* Here state as " fully paid up " or ** paid up otherwise than m cash to the extent of 
per share." 
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The following is an account (or estimate) of the Preliminary Expense 
of the Company. 


Cost of registration of the Company, underwriting commission, 
law costs, brokerage, printing and advertising, etc,, 
estimated at 


£ s- 

4,000 o 


d 


o 


{d) Names, Addresses, and Descriptions of the Directors, Auditors (if 
any), Manager (if any), and Secretary of the Company, 


Directors. 


Surname. 

Christian Name. 

Address, 

Description. 

MacArthur 

Goodwin 

Ducher 

George 

Arthur 

Fernet 

16 Finsbury Circus, 
London, E.C. 
Eastwood, Essex 

Lyons, Rhdne, France 

Chartered Accountant 

Rose Grower 
Horticulturist 



Auditors. 


Accurate & Co. 

— 

Salisbury House, 
London, E.C. 

Chartered Accountants 



Manager. 


Richmond 

Robert 

Rockford, Essex 

Rose Grower 



Secretary. 


Dixon 

Hugh 1 

Rockford, Essex 

Incorporated 

Accountant 


(e) Particulars of any Contract the modification of which is to be sub- 
mitted to the Meeting for its approval, together with the particulars of the 
modification or proposed modification. 


The contract set out in the prospectus, and dated July 5, 19.., whereby the 
services of Robert Richmond were to be secured to the Company for a period 
of ten years is to be submitted to the meeting with a view to the reduction of the 
term of years from ten to five. 

We hereby certify this Report. 

George Mac Arthur \ Two 
Arthur Goodwin S Directors. 

We hereby certify that so much of this Report as relates to the shares 
allotted by the Company and to the Cash received in respect of such shares 
and to the receipts and payments of the Company on Capital Account is 
correct. 

Accurate & Co., 

Auditors. 

Dated the loth day of October, 19. 
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Preliminary Expenses. — An estimate of the preliminary expenses 
(see p. 412) must be given in the Statutory Report, but no details need 
be disclosed. A separate account must be opened and debited with all 
items chargeable to preliminary expenses. If the vendor undertakes 
to pay all expenses up to allotment, the account is a personal account as 
against the vendor. If the promoter is liable for Preliminary Expenses, 
particular care is necessary that all legitimate expenses are charged to 
his account. To this end it is useful to add an extra column in the 
Cash Book for the accommodation of these charges. If the company 
bears the cost of the formation or promotion expenses, it is legitimate 
to “ hold up the expenditure as a temporary asset to be written off 
in instalments spread over from three to live years . The preliminary 
expenses must be stated under a separate heading on the Balance 
Sheet, so far as they are not written off (S. 124 [2(fl)]). Any expenses 
of a share issue must be similarly stated (S. 124 [2(i)]). The position 
should be clearly shown in the Balance Sheet thus ; — 

BALANCE SHEET, 

(Assets Side.) 

Preliminary Expenses Account 
Less One-third written off this year 


Inasmuch as the company could not have been formed without 
expenditure of this kind, it is reasonable to treat the outlay as temporary 
capital expenditure spread over a period of years. Legal sanction for 
this treatment is afforded by the case of Bale v. Cleland. Instalments 
written off preliminary expenses are not allowed as a deduction for 
income tax, the Revenue authorities claiming that it is capital expendi- 
ture. Actual purchases, e.g. the seal, stationery, account books, 
etc., are, however, allowed. It is a growing modern practice to contract 
with a promoting syndicate for the formation of the company, and the 
underwriting of its capital for an inclusive fee. 

Splitting Shares, — Limited companies, if so authorised by their 
Articles, have power to sub-divide, or “ split ” their shares into shares 
of smaller denomination than that fixed by the Memorandum of 
Association (S. 50, ss. i [d]). Not infrequently, prosperous companies, 
whose capital was originally issued in shares of large denomination, 
find the market for their shares hampered by that fact, and therefore 
take advantage of the power conferred by this section to alter their 
Memorandum, and so to split their shares, e.g. from ^10 to li per 
share. 

Examination candidates appear to be at a loss when confronted by 
an operation of this kind. The process of splitting shares is both costly 
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and tiresome, but the financial entry involved is of the simplest, viz. 
a transfer from the old capital account to the new capital account. 

Illustration. — Uprichards, Ltd., was registered with a nominal capital 
of 50,000 shares of £10 each, of which 30,000 shares were subscribed and 
fully paid up. The company was very successful, but found that the 
market for the shares was restricted owing to their high denomination. 
A resolution was passed on December 31, 19. ., subdividing each £10 share 
into ten shares of £i each. The old certificates weie called in and exchanged 
for the new, and the necessary alterations were made in the Share Ledger. 
The only entry necessary in the financial books is as follows : — 


8 


JOURNAL. 


Dr. Cr. 


19. .. 

Dec. 31 Ordinary Shares (fro) Account . . . . Dr. 

To Ordinary Shares (f i) Account 
Being the conversion of the old ordinary share 
capital of 30,000 shares of fio each, into new 
ordinary shares of fr e.ach as per special 
resolution, dated December 31, ig . . 



£ 

S. 

(1. 

£ 

s. 


300,000 

0 

0 

300,000 

0 


EXAMINATION QUESTION. 

On December 31, 19.., the North and South Colliery Company, Ltd., 
had Ordinary Share Capital, authorised and fully subscribed, of £aoo,ooo, 
in shares of £10 each, and a General Reserve of £150,000. During 19, . the 
capital was increased by £100,000, in new shares of £i each ; and the original 
shares were converted into shares of £i each. Resolutions were duly passed, 
whereby £100,000 of the Reserve was distributed to the ordinary shareholders 
as bonus, and was applied in satisfaction of new shares issued to the share- 
holders at par. Set out the Journal entries and the accounts in full recording 
the foregoing transactions, and the information, in respect thereof. Which 
should appear on the Balance Sheet of the company as on December 31, 
19. .. {^Chartered Accountants.) 


Solution 


u 


JOURNAL. 

Dr. Cr. 




£ 

s. 

d. 

£ 

s. 

d. 

Ordinary Share Capital Account (£io shares) Dr. 

I 

200,000 

0 

0 




To Ordinary Share Capital (£i shares) 

Being transfer of the former account to the new 

3 




200,000 

0 

0 

Share Capital (Ct shares) Account. 








Reserve Account Dr, 

5 

100,000 

0 

.0 




To Bonus Dividend Account 

Being Bonus declared from Reserve as per 

7 




100,000 

0 

0 

resolution dated. . . . 








Bonus Dividend Account Dr, 

7 

100,000 

0 

0 




To Ordinary Share Capital (£i shares) Account 
Being transfer of the former account in satis* 

9 




100,000 

0 

0 

faction of 100,000 shares of £1 each allotted 
as per resolution dated . , . . 
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LEDGER. 

Ordinary Share Capital (£10 Shares) Account. 1 

Cr 


19... 
Dec. 31 


To Ordinary Share 
Capital{{isbares) 
Account . . . . 


J. 

£ 

a 

Q 

ig... 



1 

1 

Dec.31 

14 

200,000 

1 

1 



By Balance 



£ 



200,000 

0 


3 Ordinary Share Capital (£i Shares) Account. 3 

De Ch. 




£ 

S. 

d. 

19... 

Dec.31 

»> 31 

By Ordinary Share 
Capital(£ioshares) 
Account . . . . 

,, Bonus Dividend 
Account . . . . 

J. 

14 

14 

£ 

200.000 

100.000 

s. 

0 

0 








£ 

300,000 

0 


S Reserve Account. 5 


Dr. 


Cr. 


19... 


J. 

£ 

s. 

d 

19.. 



£ 

s. 

d. 

Dec. 31 

To Bonus Dividend 



Dec.31 

By Balance . . . , 


150,000 

0 

0 

Account . . 

„ Balance carried 

14 

c 00,000 

0 

0 






, 31 


down . . . . 

v 

50,000 

0 

0 









£ 

150,000 

0 

0 



£ 

150,000 

0 

0 







19... 

Dec.31 

By Balance brought 












down . . . , 


50,000 

0 

0 


7 Bonus Dividend Account. 7 

Dr. ‘ Cr. 



J- 

£ 

s. 

d. 

19... 


J. 

£ 

s. 

d. 

To Ordinary Share 



Dec.31 

By Reserve Account 

14 

100,000 

0 

0 

Capital(£xshares) 
Account . . 


too, 000 

0 

0 








North and South Colliery Company, limited. 

BALANCE SHEET, DECEMBER 31, 19... 

(Liabilities Side Only.) 


Capital : — 

£ s. d. 

£ 

s. 

d. 

Nominal : 300,000 Ordinary Shares of each . , . . 

Issued : 300,000 Ordinary Shares of each, fully paid 

. 300,000 0 0 

300,000 

0 

0 



50,000 

0 

0 


Conversion of Shares into Stock.— The characteristics of stock, 
and the reasons for the conversion of shares into stock, were explained 
on p. 303. As is the case when shares are “ split,” considerable ofSce 
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work is entailed when converting shares into stock. The old certificates 
must be called in and exchanged for the new stock certificates, and the 
necessary schedules must be prepared and carefully checked to ensure 
accuracy in carrying out the conversion. As has already been stated, 
commercial companies usually restrict transfers of stock to a round 
sura, £i or etc., but Government stocks can usually be transferred 
in fractional amounts, e.g. £ioi 19s. 6d. 

Companies are under no obligation to convert the whole of their 
fully paid shares into stock. They may convert a portion only, the 
remainder being left as originally issued. 

Illustration. — Uprichards, Ltd., decided to conveit their 8 % Preference 
Share Capital of fiaoo.ooo into 8 % stock of similar amount. The resolution 
authorising this was passed on July 2, 19. . , and due notice was sent to the 
Registrar. The old certificates were called in, new stock certificates were 
issued, and the necessary alterations were made in the Share Ledger. The 
only entry required in the financial books is as follows : — 


8 JOURNAL. 

Dr. Cr. 


19 -* 



1 

S. 

d. 

£ 

s. 

d. 

July s 

8 % Preference Share Capital Account . . Dr. 


200,000 

0 

0 



To a % Preference Stock Account 

Being the conversion of 200,0008% Preference 




200,000 

0 

1 




Sliareh of each into 8% Preference Stock 

as per special resolution passed this day. 







1 


Interest Paid Out of Capital. — A limited company must pay 
interest to its creditors, e.g. on debentures, loans, etc., whether or not 
there are profits available. If profits are not available, the interest must 
be paid out of capital. It may not pay dividends out of capital, since that 
would amount to a return of capital, which is illegal, except as laid down 
by Statute. But in certain circumstances, a company may pay interest 
to its shareholders out of capital. Companies formed for the purpose 
of constructing works, or providing plant, which, during the long 
period of construction, will be unproductive of revenue, may pay 
interest on the paid-up capital raised for that purpose, and may capitalise 
that interest as part of the cost of construction, subject to the following 
conditions : — 

(1) Such payments must be authorised by the Articles, or by 
special resolution. 

(2) They must also be authorised by the Board of Trade. 

(3) The Board of Trade may hold an enquiry at the company’s 
expense prior to giving its assent, and may require security for the 
costs of the enquiry. 

(4) The payments may only be made for the period determined 
by the Board, and may in no case extend beyond the close of the 
half-year next following the half-year during wmen me works were 
actually completed or the plant provided. 
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(5) The rate of interest must in no case exceed 4 % per annum, 
or such other rate as may be prescribed from time to time by Order 
in Council. I'he Companies {Interest out of Capital) Order, 1929, 
fixed the rate at a maximum of 6 % per annum. 

(6) The payment of interest shall not operate as a reduction of 
the amount paid up on the shares in respect of which it is paid. 

(7) , accounts of the company must show the share capital 

on which, and the rate at which, interest has been paid out of capital 
during the period to which the accounts relate (S. 54). 

Similar powers are sometimes granted to Parliamentary Companies, 
e.g. Dock, Railway, Harbour, and Canal Companies. 

The student will realise that the principle of allowing interest to 
be paid and charged to capital in such cases is perfectly reasonable. 
Capital expenditure over a long period must perforce involve the 
question of interest as an additional cost. If the work were undertaken 
by an independent contractor he would, of course, take interest into 
account when preparing the estimates on which to base his tender. 
The final cost of construction work is made up of the cost of machinery, 
materials, labour, supervision, and establishment charges, interest 
on the capital employed, which, but for its employment in that way, 
would be invested in good securities, paying a reasonable rate of interest. 

The allocation of the interest paid as between the various assets 
created needs careful consideration, and should be based as far as 
possible on the actual capital employed in constructing each particular 
asset. 

Interest on sums paid in advance of calls can also be paid out of 
capital if no profits are available. 

Balancinp: the Share Register. — Prior to the payment of a 
dividend, it is necessary to balance the Share Register. This is an 
important operation in the case of a large company whose shares are 
freely dealt in. The holdings entered on the lists as entitled to divi- 
dends must, of course, tally with the total issued capital of the company. 


TRANSFER POSTINGS JOURNAL. 
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The Share Ledgers having been closed {see p. 319) the first step is to 
check all transfers and to take out a “ trial balance.” Only the “ folio ” 
and “ balance ” of shares held by each member are extracted, and the 
sum of these balances must agree with the total of the share capital 
held. When several Registers are employed, it is usual to adapt the 
self-balancing principle to the Share Registers. For this purpose a 
Transfer Postings Journal is employed, as shown on p. 417. 

This book function as a tabular journal forming part of a system of 
self-balancing books, and can be conveniently kept on the “ loose- 
leaf” principle. 


Illustration.- — Uprichards, Ltd., has an issued capital of zoo, 000 
ordinary shares of £1 each. Four legisters are kept containing particulars 
of holdings as under : — 


No. I Register 
No. 2 Registei 
No. 3 Register 
No. 4 Register 


Shares. 

56.000 

44.000 

85.000 

15.000 


200,000 

The above totals give us the starting-point for the Adjustment Account, 
which will be completed by adding or subtracting the totals shown in the 
Tiansfer Postings Journal as follows : — 


ORDINARY SPIARES ADJUSTMENT ACCOUNT. 



, Registers. j 

Totals, 


No. I. 

No 2. 

No. 3. 

No. 4. 

Balanccb 

Transferee’s Postings 

56,000 

50 


85,000 

75 

15,000 

200,000 

225 

Djfrfwd Transferor’s Postings .. .. 

56,050 



15,000 

75 

200,225 

225 


56,050 

4 - 4,100 

84,925 

I 4 i 925 

200,000 


The balances extracted from the four registers for the purpose of 
preparing the list of holdings entitled to dividend on the date when the 
registers were closed should agree with the Adjustment Account as prepared 
above. If they fail to agree, it will be seen in which register the error 
is located. 


Increase of Capital. — The nominal capital of a company as fixed 
be its Memorandum cannot be increased except under the power 
conferred by S. 50, and then only if the Articles sanction an increase. 
If the Articles do not authorise an increase, they must be altered, by 
special resolution, to give the required power, Articles, almost invari- 
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ably, take power to increase the registered capital, and frequently 
require a special resolution to exercise it, but, if the Articles so pro- 
vide, an ordinary resolution will suffice. The matter cannot be left to 
the discretion of the directors since S. 50 [3] provides that the power 
must be exercised by the company in general meeting. Increases of 
capital are quite frequent, and are usually made for the purpose of 
acquiring or absorbing other companies, or for purchasing similar 
businesses, or to provide additional working capital for development 
of the company’s own business. Notice of any increase effected must 
be sent to the Registrar within fifteen days, and ad valorem duty must 
be paid on the new capital. 

The book-keeping records for the issue of this increased capital 
are precisely similar to those required for an original issue of shares. 
Separate banking accounts and Cash Books should be opened for 
each class of share, if more than one class has been included in the 
increase. It is usual to open a temporary “ New Ordinary Share 
Account,” etc., to which the various Application, Allotment, and Call 
Moneys are credited. When the issue is complete, and the shares fully 
paid, the Account is closed by Transfer to the original Share Capital 
Account as follows : — 

NEW ORDINARY SHARE CAPITAL ACCOUNT. 

(Issue of 100,000 New Ordinary Shares authorised by Special Resolution 
DATED June 30, 19...) 

Dr. ch. 


19 .,. 


P.L. 

£ 

s. 

d. 

19 •. 



£ 

s. 

d. 

Sept. 3 

To Transfer to 





July I 

By Application 
and Allotment 





OrdinacySharo 










Capital Ac- 






Account 

2 

50,000 

0 

0 


count . . . . 

56 

100,000 

0 

0 

Aug. I 

,, First Call Ac- 
count . . . . 

3 

0 

a 

35,000 







Sept. I 

,, Final Call Ac- 











count . . . . 

5 

35,000 

0 

0 



£ 

100,000 

0 

0 



f. 

100,000 

0 

0 


ORDINARY SHARE CAPITAL ACCOUNT. 

Dr. Cr. 


■ 


■■ 


1 

B 

10... 



£ 

s. 

d. 






1 

July I 

By balance.. .. 

V 

150,000 

0 

0 





■ 

■ 

Sept. 1 

„ ‘Iransfer from 




■ 




1 

1 

New Ordinary 
Share Capital 

P.L. 









1 

1 


Account 

la 

100,000 

0 

0 

■ 


n 


1 

1 



1 

350,000 

0 

0 


The various expenses connected with an inci'ease of capital should 
be posted to an account headed “ New Issue Expenses Account,” and 
may, if so desired, be written off within a reasonable terra, as was 
explained in connection with preliminary expenses. The balance of 
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this account must appear under a separate heading on the Balance 
Sheet until written off (S. 124). 

Reduction of Capital, — It becomes advisable in certain circum- 
stances to reduce the capital of a limited company. Trading losses 
may have been incurred with the consequence that a heavy balance 
stands to the debit of Profit and Loss Accountj and the declaration of 
dividends on the existing capital is made improbable, even should the 
tide of fortune begin to turn. Depreciation of assets may have occurred 
which render their book values untenable. In such, and similar, events, 
it is obvious that the company has become over-capitalised, and should 
adjust its capital to the altered circumstances, in order to attain some 
reasonable relation between its capital and assets, and so to re-adjust 
matters that dividends may be paid and the market value of its shares 
be re-established. We have already seen that supreme importance is 
attached by the Legislature to the obligation of a company to keep its 
capital intact. In the circumstances described above a private trader 
would meet the case by transfers to the debit of his Capital Account. 
But a limited company has no such power and can only reduce its 
capital in statutory manner. Section 55 provides for a reduction of 
capital in any way, and in particular: — 

(a) By extinguishing or reducing the liability on any of its shares 
not paid up. 

(b) By cancelling paid-up capital which has been lost or is 
unrepresented by available assets. 

(c) By returning to its shareholders capital proved to be in excess 
of the company’s wants. 

The majority of Articles give power to reduce capital in the three 
ways specified above. If Articles do not so empower, they must be 
altered by special resolution, so as to confer the power. To effect the 
reduction a special resolution must be passed, and this must be con- 
firmed by the Court. Reductions of capital for reasons other than those 
given in (b) above are so rare that they need not be considered here. 

The order of the Court when issued together with a minute approved 
by the Court showing the capital as altered, viz., the amount, number of 
shares into which it is to be divided, the amount of each share, and the 
amount now deemed to be paid up thereon, must be filed with the 
Registrar and published as the Court may direct, and a copy must be 
addled to every copy of the Memorandum and Articles. The Court 
may order that the words “and reduced” must be added to the name of 
the company, for so long as the Court directs. 

Under a scheme of reduction the existing shares can be reduced in 
nominal value to any desired extent, but a member, past or present, 
shall not be liable, in respect of any share to any call or contribution 
exceeding in amount the difference, if any, between the amount of the 
share as fixed by the minute approved by the Court and the amount 
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paid, or the reduced amount, if any, which is deemed to have been 
paid, on the share, as the case may be (S. 59). (This must be read in 
conjunction with S. 22, which provides that no member shall be bound 
by alteration made in the memorandum or articles which in any 
way increases his liability to contribute to the share capital, unless he 
agrees in writing to be bound thereby.) If, therefore, a company 
which is reducing its capital desires at the same time to raise additional 
funds, it must do so by a fresh issue which would, in these circum- 
stances, probably take the form of Preference Shares, or Debentures. 
As an alternative, a new company consisting of the old shareholders 
could be formed, with re-adjusted capital rights, to purchase the 
property of the old company (S. 234). 

The old shar-e certificates must be called in to be cancelled, or 
indorsed, and the Register of Members must be amended to record the 
new conditions. 

The method of recording capital reductions in book-keeping terms 
may be demonstrated by the following simple illustration : — 

Illustration. — Blanks, Ltd., decided to reduce their capital of 100,000 
shares of £t each to 100,000 shares of los. each. It was further decided 
to utilise the reduction as follows : To write off Goodwill Account, 
£zq,ooo ; to reduce Machinery and Plant Account to £20,000 : and to 
write off the debit balance of Profit and Loss Account, £20,000. At the 
date of the proposed reduction, the Balance Sheet of the Company was as 
follows : — 

Blanks, Limited. 


BALANCE SHEET, DECEMBER 31, 19... 



The decisions arrived at as stated above may be expressed by the 
following Journal entry : — 

JOURNAL. 8 

Dr. Cr. 


Dec. 31 Share Capital Account . . , , Dr. 

To Reduction of Capital Account 

Being the reduction of 100,000 shares of £i each 
to shares of xos, each. 

„ 31 Reduction of Capital Account Dr- 

To Sundry Assets : — 

Goodwill 

Machinery and Plant 

Profit and Loss Account 

Being the elimination or reduction of the above 
accounts. 



[CoiihHMe’d on p. 423. 
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423 


10 


Cr. 


19.., 
Dec. 3-1 

To Sundry Assets •. 
Goodwill 
Machinery and 
Plant 

Profit and Loss 
Account . . 


1 

20.000 

10.000 

20.000 

s. 

0 

0 

0 

d 

0 

0 

0 

19-. 

nec.3i 

By Share Capital 
Account .. 


£ 

50,000 

s. 

0 

d. 

0 



t 

50,000 

0 

0 



£ 

50,000 

0 

0 


The remaining ledger accounts need not be illustrated. The readjusted 
Balance Sheet of the Company would appear as follows; — 


Blanka, Ltd, (and Reduced).’*' 

BALANCE SHEET, DECEMBER 31, ig... 



£ 

s. 

d. 


£ 

s. 

d. 

Issued Capital 




Machinery and Plant 

20,000 

0 

0 

100,000 shares of los. each, fully 




Sundiy Assets 

fiQ,8oo 

0 

0 

paid . . 

50,000 

0 

0 

Cash . . . . 

400 

0 

0 

Sundry Creditors . 

40,200 

0 

0 





£ 

90,200 

0 

0 

£ 

Q0,200 

0 

0 


If this Balance Sheet were to be laid before a General Meeting, 
the basis of valuation of the Fixed Assets would have to be shown, 
e.g. “ at cost, less depreciation and amounts written off by order of 
Court." 

The above illustration shows the basic principles on which reduction 
of Capital book-keeping entries arc founded. Further details may now 
be introduced. 

Illustration . — Rayon d’Or, Ltd., was registered with a nominal capital 
• of £250,000, divided into 50,000 5 % Cumulative Preference Shares, 
100,000 7 % Non-Cumulative Second Preference Shares, and 100,000 
Ordinary Shares, all of £1 each. After several successful years, the 
company encountered three years of bad trade. On December 31, 19. ., 
the Balance Sheet of the company was as shown on p. 422. 

The s % First Preference shareholders declined to agree to any 
reduction of their shares on the ground that they held preferential rights 
both as to dividend (cumulative) and capital. The necessary meetings of 
the Second Piefeience and Ordinary shareholders were called, and a 
special resolution was passed on January is, i 9 '-i **ud embodied in an 
order of the Court dated March 10, 19. ., as folows : — 

Resolved that the capital of Rayon d’Or, Ltd., be reduced as 
follows : The So, 000 7 % Non-Cumulative Preference Shares of £s 
each to be reduced to 80,000 shares of iss. each fully paid, and the 
80,000 Ordinary Shares of £i each to be reduced to 80,000 shares 
of 5s. each fully paid, and that such reductions shall be effected by 
writing off capital which has been lost or is no longer represented by 
available assets. 

♦ The words “and Reduced” need only be added where the Court so 
directs. 
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By this scheme ,£80,000 was made available for writing off losses and 
depreciated assets, viz. 

Reduction of 7% Non-Cumuiative Preference Shares . . 

Reduction of Ordinary Shares 


It was decided to utilise this sum as follows : — • 

{a) To write off Patents Account 

(&) To write off Debenture Issue Expenses Account . . 

{c) To write off the debit balance of Profit and Loss Account 

(d) To write ,£11,783 off the Stock 

(tf) To write £14,726 off Machinery and Plant 


It was also decided to transfer the Reserve Account to the credit of 
Machinery and Plant Account in order further to reduce the book value 
of that asset. 

The entries required for this scheme of reductions are as follows : 


£ 

30.000 

60.000 


£80,000 


£ 

30,000 

2,780 

20,712 

11,782 

14,726 


£80,000 


46 


JOURNAL 


19 *.. 
Mar. 10 


Dr. 


Cr. 


y % and Preference Share Capital Account Dr, 

To Reduction of Capital Account 

Being 58. per share on 80,000 shares of £t each 
written off as per order of the Court, dated 
this day. 


Ordinary Share Capital Account . . « . . . Dr. 

To Reduction of Capital Account 

Being 15s. per share on 80,000 shares of £t each 
svritten off as per order of the Court, dated 
this day. 


Reduction of Capital Account Dr. 

To Sundries ; — 

Patents Account . . . • 

Debenture Issue Expenses Account . . 

Profit and Loss Account 

Stock 

Machinery and Plant 

Being allocation of the amount available for the 
reduction of assets and losses under the above 
order. 


10 I Reserve Account L)r. 

To Machinery and Plant Account 

Being transfer of the former account. 


£ 

20,000 


60,000 


3,000 


£ 

20,000 


60,000 


30,000 

2,780 

30,712 

11,782 

14,726 


3,000 


LEDGER. 


1 5 % Cumulative ist Preference Share Capital Account. 1 


Dr. 


Cr. 




£ 

1 

i 

19. .. 



£ 

S. 




1 

I 

DeC.31 


V 

50,000 

0 
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LEDGER^ — continued. 

3 7 % Non-Cumulative snd Preference Share Capital Account, 3 

Da. Cll, 


Dec.ji By Balance , . . . a/ 


19... 

Mar.io By Balance brought 

down .... V 




Ohdinary Share Capital Account. 



^9- 

Dec.31 1 

By Balance . , 

19 .. ! 

Mar.io 

By Balance brought 
down . . . . 




Sundry Creditors. 


£ 


m 


Dec.31 By Sundries 


Bank Loan. 




■ 


Dec.31 By Balance 


Reserve Account. 



Mar. 10 To Machinery and 

Plant Account 46 



19... 

Dec.31 By Balance 



Leasehold Factory. 
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LEDGER — continued. 

IS Patents Account IS 

Dr. Cr. 


19... 



£ 

s. 

d. 

19. 


j. 

£ 

5 . 

d 

Dec. 31 

To Balance . . 

V 

30,000 

0 

0 

Mar. 10 

By Reduction of 









Capital Account 

46 

30,000 

0 

0 



L 

30,000 

0 

0 



£ 

30,000 

0 

0 


17 Machinery and Plant. 17 

Dr. Cr. 


19.,, 



£ 

s. 

d. 

19. .. 


j. 

£ 

s. 

d. 

Dec. 31 

To Balance . , 

V 

52.785 

0 

0 

Mar. 10 

By Reduction of 










Capital Account 

46 

14,726 

0 

0 







„ 10 

„ Reserve Account 

46 

3,000 

0 

0 







„ 10 

„ Balance earned 










down 

V 

35,059 

0 

0 



£ 

PPl 


0 



£ 

53.785 

0 

0 

19. .. 

Mar. 10 

To Balance brought 












down 

V 

35,059 

0 

0 








19 Stock. 19 

Dr. Cr. 


19... 



£ 

s. 

d 

19 ... 


J. 

£ 

9 . 

d. 

Dec. 3X 

To Balance . . . . 

-/ 

38,898 

0 

0 

Mar.io 

By Reduction of 







M 10 

Capital Account 
„ Balance carried 

46 

11,782 

0 

0 











down 

V 

27,116 

0 

0 



£ 

38,898 

0 

0 



£ 

38,898 

0 

0 

19. .. 

Mar. 10 

To Balance brought 












down . , , . 

V 

3/^,h6 

0 

0 








21 


Sundry Debtors. 


21 


Dr. CiL 


19. .. 



£ 

9 

9 

■ 


■ 

£ 

1 

■ 

Dec. 31 

To Sundries , . . . 

V 

39.776 

1 

1 

■ 

HHIH 

■ 


1 

1 


23 Debenture Issue Expenses Account. 23 

Dr. Cr. 


19... 



£ 

s. 

d. 

19... 


n 

£ 

s. 

d. 

Dec, 31 

To Balance . . . . 

V 

2,780 

0 

0 

Mar.io 

By Reduction of 

N 








Capital Account 

m 

2,780 

0 

0 




l 3 . 78 o 

0 

0 



■ 

£2,780 

0 

0 
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LEDGER — continued. 

25 Profit and Loss Account. 25 

Dr. Cr. 


To Balance . . 

V 

i 

20,712 

S. 

0 

d. 

0 

19... 

Mar.xo 

By Reduction of 

j. 

i 

I 

d. 







Capital Account 

46 

20,712 


° 


t 

20,712 

0 

0 



f. 


1 

1 


27 Reduction of Capital Account, 27 

Dr Cr. 


ig... 

To Sundry Asset 

j. 

£ 

s. 

d. 

19 - . 


J. 

£ 

5 . 

d. 

Mar. 10 





Mar.xo 

By 2nd Preference 




Accounts.. 

46 

80,000 

0 

0 


Share Capital Ac- 
count . . . . 

46 

20,000 

0 

0 







, 10 

,, Ordinary Share 











Capital Account 

46 

60,000 

0 

0 



£ 

80,000 

0 

0 



£ 

60,000 

0 

0 


29 4J % Debentures. 29 

Dr. Cr^ 




£ 

a 

1 

19... 



£ 

$. 

(1, 




1 

1 

Dec.31 

By Balance . . . . 

V 

20,000 

0 

0 


72 CASH BOOK. 72 

Dr. Cr. 


19... 



£ 



■ 

BHHI 

■ 

£ 

1 

M 

Dec. 31 

To Balance . « « . 

V 

1.784 

I 

I 

■ 


■ 


1 

■ 


(Note -—For Balance Sheet after reduction, see p. 428.] 


The first Balance Sheet prepared after such a reduction sometimes 
discloses the details of the reduction by showing the original values 
and the amount by which they are reduced. There is, however, no 
legal necessity to give such details, but if the Balance Sheet is to be 
laid before a General Meeting, the basis of valuation of the fixed assets 
must be stated. 


EXAMINATION QUESTION. 

The Directors of Fitegeralds, Ltd., decide to reduce the company’s capital 
of 120,000 shares of £i each, fuUy paid, to 120,000 shares of los. each, 
fully paid. 

Prior to the proposed reduction of capital the Balance Sheet of the 
company was as follows : — 

iConttnutd onp, 429. 
























See note to Balance Sheet on p. 423. 
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BALANCE SHEET 


Share Capital 

Bank Overdraft 

Sundry Creditors 

Premium on Shares Account 


£ 

120,000 

10,000 

52,250 

2,000 


184,250 


Goodwill 

Freehold Factory . . . . 

Macliinery and Plant . . . . 

Patents 

Stock 

Sundry Debtors 

Cash 

Profit and Loss Account . . 


£ 

40.000 

81.000 
12,500 
8,500 

11.000 

10,800 

200' 

20,250 


184,250 


d. 


It was decided (i) to eliminate the Premium on Shares Account ; (a) to 
write off the debit balance of the Profit and Loss Account ; and (3) to re-value 
the assets as follows: Goodwill, £ao,ooo ; Patents, nil; Stock, £ to, 000; 
and any balance remaining available to be used to write down the book 
value of the Freehold Factory. 

Submit the entries necessary in order to carry these decisions into effect 
and give the Balance Sheet of the company as it would appear after the 
reduction of capital had been effected. (London Chamber Commerce.) 


JOURNAL. 12 

Dr. Cr. 




£ 

s. 

d. 

£ 

3 

d. 

Share Capital Account Dr. 

T 

60,000 

0 

0 




To Reduction of Capital Account 

Being reduction of 120,000 shares of each to 

3 




60,000 

0 

0 

los. eaoh. 








Premiums on Shares Account Dr. 

2 

2,000 

0 

0 




To Reduction of Capital Account 

Balance 0/ former account transferred. 

3 




2,000 

0 

0 

Reduction of Capital Account Dr. 


62,000 

0 

0 




To Sundries ; — 








Profit and Loss Account 





20,250 

0 

0 

Goodwill 

5 




20,000 

0 

0 

Patents • • 





8,500 

0 

0 

Stock 





1,000 

0 

0 

Freehold Factory 





12,250 

0 

0 

Being allocation of the amount available for the 








reduction of assets and losses. 









LEDGER 


1 Share Capital Account. 1 

Dr. 




j- 

£ 

S. 

d. 

19 -.. 

By Balance . . . . 

V 

£ 

3 . 

d. 

Dec. 31 

To Reduction of 




Dec.31 

120,000 

0 

0 

Capital Account 
„ Balance carried 

12 

60,000 

0 

0 







•> 31 

down 

V 

60,000 

0 

0 









£ 

120,000 

0 

0 



£ 

120,000 

0 

0 







19... 

Dec.31 

By Balance brought 


60,000 







= 

-■ 

down . . . . 

V 

0 

0 
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LEDGER — continued. 


3 Reduction of Capital Account. 3 

Dr. 


19. .. 


Q 

£ 

s. 

d. 

19. .. 


j- 

£ 

s. 

d. 

Dec. 31 

To Sundry Assets. . 


62,000 

0 

0 

Dec. 31 

By Premium on 









Shares Account 

12 

2,000 

0 

0 







.. 31 

,, Share Capital 

Account . . 

12 

60,000 

0 

0 




£62,000 

0 

0 




£62,000 

0 

0 


5 Goodwill. 5 

Dr. Cr. 


19... 



£ 

s. 

d. 



.T. 

£ 

s. 

d. 

Dec. 31 

To Balance . . 

V 

40,000 

0 

0 

Dec.31 

By Reduction of 








Capital Account 
„ Balance carried 

12 

20,000 

0 

0 




M 31 







down 

V 

20,000 

0 

0 




£40,000 

0 

0 




£40,000 

0 

0 

19.., 
Dec. 31 

To Balance brought 












down . . . . 

V 

£20,000 

0 

0 








(The remaining Ledger accounts need not be reproduced here, as they are 
similar to the above.) 


Return of Capital to Shareholders. — Owing to altered circum- 
stances, companies occasionally find themselves possessed of a larger 
capital than they require. The redundant capital may have resulted 
because the company has curtailed its operations, e.g. abandoned its 
foreign trade, or be due to a particular piece of legislation. If such a 
condition should arise, Sections 55 and 56 authorise the return of that 
part of the capital no longer required, and the company may either, 
with or without extinguishing or reducing liability on any of its shares, 
pay off any paid-up share capital which is in excess of the wants of 
the company (S. 55, i [c]). This power, however, can only be exercised 
provided the Articles originally, or as altered for the purpose by special 
resolution, sanction such a course, and by special resolution subsequently 
confirmed by the Court. Further, where the proposed reduction in- 
volves either diminution of liability in respect of unpaid share capital, 
or the repayment of any paid-up share capital, any creditor of the 
company may object to the reduction. The Court may then settle 
a list of the creditors, and if satisfied with respect to every creditor 
that either his consent to the reduction of capital has been obtained, 
or that his debt or claim has been discharged or has been secured, 
may make an order confirming the reduction on such terms and 
conditions as it thinks fit (SS. 56 and 57). 
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Illustration. — Blanks, Ltd., was registered with a capital of too.ooo 
shares of each. Owing to the imposition of high taiiffs by various 
foreign countries, their export department was closed down, and the 
original capital could no longer be employed profitably. It was therefore 
decided to reduce the iqo,ooo shares of £i each to 100,000 shares of 15s. 
each, and to return 5s. per share to the shareholders. A special resolution 
was passed to give effect to this decision, no creditor of the company 
objected, and the Court confirmed the reduction of capital. The entries 
necessary are as follows : — 


JOURNAL. 12 

Dr. Cr, 


19... 

Share Capital Account . . . . Dr. 

m 


■ 

■ 

I £ 

B 

d. 

Dec. 31 






To Sundry Shareholdere 

Being 5S per share returnable to shareholders 


1 

1 


■ 

0 




on loOjQoo shares of £i each, now reduced to 
100,000 shares of 15s. each. 


■ 

1 

1 


1 



1 

Dr, 


nmn 

1 

n 

I 

1 

* 9 -.- 
Dec 31 

By Cash. Sundry 

■ 

D 

I 

d. 


■ 


1 

1 

Shareholders, 55. 
per sbaie on 

1 

Hi 

1 




■ 

■ 

1 

1 


100,000 shares 

m 


i 

0 


CASH BOOK. 


Ctt. 


LEDGER. 


2 Share Capital Account. 2 

Dr. Cr. 


rg... 


j- 

£ 

s. 

d 

19... 



£ 

s. 

d. 

Dec. 31 

To Sundry Share- 




Dec.31 

By Balance . . . . 

V 

100,000 

0 

0 

holders . . 

12 

25,000 

0 

0 






3 ^ 

„ Balance carried 











down . . . . 

V 

75,000 

0 

0 









£ 

100,000 

0 

0 



£ 

100,000 

0 

0 







19 -.. 

Dec.31 

By Balance brought 








5 



down . , . . 

V 

75,000 

0 

0 


3 Sundry Shareholders. 3 

Dr. Cr. 



C.B. 

£ 

s. 

d. 

19... 


.1. 

£ 

s. 

d. 

To Cash .. .. 

1 

25,000 

0 

0 

Dec.31 

By Share Capital 










Account . . . . 

12 

23,000 

0 

0 


Suitable amendment of the Share Register is also necessary recording 
the alteration in the denomination of the shares. 
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EXAMINATION QUESTIONS. 

1 . A limited company issued ^50,000 Ordinary Capital in £10 shares, 
payable on application, £4 on allotment, and the balance two months 
later. The company also issued £50,000 in Debentures of £ioo each, pay- 
able to % on application and the balance on allotment. The whole was 
subscribed and allotted on January to, 19... Give the necessary Journal 
entries to record the above. (National Union Teachers.) 

2 . Make the Journal entries necessary in order to record the undermentioned 
transaction : The Southern Cross Packing Company, Ltd., issued, on June 30, 
19.. 100,000 Ordinary £i shares at a premium of 5s. per share, payable on 
application. The shares applied for were payable as to 10s. per share on 
application and as to 153. per share upon allotment. The issue was fully 
subscribed by the public. Allotment duly took place for the whole issue on 
July IS, 19. .. (London Chamber Commerce) 

3 . Laurent Carle, Ltd., a newly formed Company, issued 50,000 Ordinary 
Shares of £i each and 50,000 6 % Preference Shares of £i each. Of these, 
51,650 Ordinary Shares were applied for, 50,000 of which were allotted ; and 
48,500 Preference Shares, all of which were allotted. 

Briefly describe the procedure necessary in order to carry out the issue 
and allotment of these shares, and give rulings of any special books or papers 
you would recommend. 

Both classes of shares were payable : 23. 6d. per share on application, 
January 3, 19. , ; ss. per share on allotment, January 5, 19. . ; las. 6d. per 
share, first and final call, January 31, 19. .. (Royal Society Arts.) 

4 . The Tulip Soap Company, Ltd., was formed on January i, 19.., 
with a nominal capital of 60,000 shares of £i each, divided into 15,000 5 % 
Preference Shares and 45,000 Ordinary Shares. 8,000 Preference Shares 
were allotted and paid for in full on January loth. 35,000 Ordinary Shares 
were allotted on January 15th, 53. being paid on application and allotment. 
A final call was made on March 5th, when all amounts were paid except 
the final call on 100 shares. On March 25th £7,000 was raised by the issue 
of 5 % Debentures, the cost of the same, £380, being paid in cash on that 
day. On April 15th the company purchased the business of G. Gale, 
taking over the following assets : Plant, £5,000 ; Stock, £3,000 ; Sundry 
Debtors, £2,000, which were paid for by the allotment of 2,000 Preference 
Shares and 3,000 Ordinary Shares, fully paid, and the balance in cash. 

Show Cash and Ledger accounts and Journal entries to record the above 
transactions and the Balance Sheet of the Company as at April 30, 19... 
(Central Association Accountants.) 

5 . The West African Rubber Company, Ltd., which was registeied with 
a capital of £xoo,ooo, divided into 1,000,000 shares of 2s. each, invited 
applications for its capital, payable 6d. per share on application, is. per 
share on allotment, and the remainder one month after allotment. On 
April I, 19.., 1,200,000 shares were applied for, and the deposits thereon 
received. On April 6th following, applications for 800,000 shares were 
accepted in full, while applicants for the remaining 400,000 shares were 
allotted half the number they had respectively applied for. The balance 
due on allotment was in each case received on the following day, and the 
final instalment was received on May 6, 19... You are asked to show the 
record of the above transactions in the Company’s Cash Book and Journal 
and in the following accounts in the Ledger : (a) Applications Account ; 
(^ Allotment Account ; (c) Call Account j (d) Share Capital Account. 
(Chartered Institute Secretaries.) 
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fi. The Mosside Pumping Company, Ltd., was registered in 19.. with 
a Nominal Capital of 500,000 shares of each. During the same year 
250,000 of these shares were issued and fully paid up. 

The balance of the Share Capital was oflered to the public in 19.. at a 
premium of 5s. per share. Of these shares 200,000 were applied for and duly 
allotted, payable as to ys. 6d. per share on application (including the premium) 
and 2s. 6d. per share one month after allotment. No further call was made 
during the year. The expenses of the second issue amounted to £1,025, of 
which amount £500 was written off during the year. 

Show how the above transactions would appear in the Company’s Balance 
Sheet as on December 31st last. {Chartered Accountants) 

7 . Whiteheads, Ltd., issued new capital on February 28, ig,., consisting 
of 40,000 Ordinary Shares of £1 each, payable as to ss. on application, 53. on 
allotment, and los. one month after allotment. The shares were issued at 
a premium of 55. per share, payable on allotment, and the issue was over- 
subscribed to the extent of 10,000 shares. Make the necessary Cash Book 
and Journal entries, the whole of the money having been duly received by 
the Company. {Chartered Accountants.) 

8. Journalise the following transactions of a limited company ; — 

The company was registered on January i, ig. ., with a Nominal Capital 
of £120,000 divided into 120,000 shares of £i each, of which 40,000 were 
issued as fully paid to the vendor as part purchase consideration, 40,000 
offered for subscription to provide working capital, payable as to 53. per share 
on application, 5s. per share on allotment, and the remainder in two calls of 
5s. each ; 40,000 shares to be held in reserve for future issue. The vendor 
also received £10,000 in 5 % Debentures, being the balance of the purchase 
consideration. {Chartered Accountants.) 

9 . A limited company, with a Nominal Capital of £50,000 in 50,000 
Ordinary shares, of £i each, was formed to acquire an existing business. 
Shares to the value of £10,000 were issued to the vendors as fuily paid, and 
20,oooshares were subscribed for by the public. During the first year 15s. per 
share was called up, being 5s. per share on application, 53. per share on allot- 
ment, 2S. 6d. per share first call, and 2s. 6d. per share second call. At the 
end of the first year there had been paid up on the shares subscribed for by the 
public : On 15,000 shares the full amount called ; on 3,000 shares 12s. fid. 
per share ; on 1,500 shares los. per share ; on 500 shares ss. per share. 

You are required to give the entries necessary to record the Capital trans- 
actions in the books of the company, taking into consideration the fact that 
all shares upon which less than los. per shai-e had been paid were forfeited by 
resolution of the Directors. You arc also required to show how the Capital 
would appear in the Balance Sheet of the company at the end of the first year. 
{Chartered Institute Secretaries.) 

10 . The Denton Mining Company, Ltd., was registered on January i, 
19. ., with a Nominal Capital of £150,000, to acquire the Daluth Tin mining 
claim from Prospectors, Ltd. The purchase price of the claim was agreed at 
£50,000, payable as follows : Cash, £10,000 ; Ordinary Shares, £30,000 ; 
Debentures, £10,000. 

The Company offered 100,000 Ordinary Shares of £i each for public 
subscription on January 3 , 1 g . . , at a premium of ss . per share, payable as to 
7s. fid. per share (including the premium of 5s.) on application, ss. per share 
on allotment, and the balance on February isth. 

On January loth the Directors went to allotment upon applications for 
85,650 shares, all of which were allotted, and the allotment moneys duly paid 
on or before February 1, 19... The final call was also duly paid with the 
exception of the amount due upon a holding of 500 shares. The agreement 
with Prospectors, Ltd., was carried out on January 25th. 

29 
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Give the necessaiy entiies to record these transactions, and show how they 
would appear in the Company’s Balance Sheet, {Chaptered Institute Secretaries.) 

11 . The Oiiental Supplies Company, Ltd., made an issue of 50,000 
Ordinary Shares of £i each at a premium of 2s. per share, 2S. 6d. per share 
payable on application, 4s. 6d. (including the premium) on allotment, and 
SS. on first call, due three months after allotment, and the balance as required. 

The Application List was closed on March 25, 19. . , when it appealed that 
applications had been received for 60,000 shares. 

On March 31st the Directors met and allotted shares as follows : Applicants 
for 40,000 shares in full ; applicants for 15,000 shares, 10,000 ; applicants for 
5,000 shares, nil, their application money lieing returned on April ist. 

The whole of the amounts due on application and allotment were received 
by April lOth. 

The first call became due on June 30, IQ. . , and was all received by July 8th. 
with the exception of the call due on 1,000 shares. 

The call on these r,ooo shares not having been received, the shares were 
duly declared forfeited by the Directors on September 30, 19 . . . 

Make the necessary entries in the Cash Book and Journal of the Company 
to record the above transactions. {Chartered Accountants.) 

12 . Can shares be issued at (a) a discount, (i) a premium ? If so, how 
should the transactions be dealt w'ith in the books of the company ? {Central 
Associatioti Accountants .) 

13 . The Redesdale Trading Company, Ltd., had a total subscribed Capita 
of £100,000 in Ordinary Shares of £10 each, on which £7 los. had been called 
up. A final call was made, and all amounts weie paid except £25 due from 
W. Ford, who owned ro shares. These shares were forfeited and reissued 
at £9 par share for cash. Show the General Ledger Accounts in which the 
above transactions are recorded and the balances thereof as they would appear 
in the Balance Sheet of the Company. {Central Association Accountants.) 

14 . One thousand shares of £i each in the Allmetal Aircraft Company, 
Ltd., were allotted to Henry Brown, of Middlesbrough, ironmaster, on 
March i, 19. . . 

He paid 55. per share on application, and ss. per share on allotment. A 
first call of 5s. per share was made, payable on June i, 19, . . This he failed 
to pay, and the Directors of the Company decided to forfeit his shares. Notice 
of the intention to forfeit was given on August i, 19. ., and as the call still 
remained unpaid the shares were duly forfeited on September i, ig. .. In 
the meantime a second call of 53. per share had been made, payable on 
September 1, 19. .. 

On October i, 19.., the forfeited shares were reissued as fully paid to 
William Watts, of Corporation Street, Manchester, cotton merchant, at the 
price of 15s. per share. 

Describe the usual course of procedure in forfeiting shares, and make 
the entries m the books of the company necessary to show the full effect of 
the above transaction. {Chartered Accountants.) 

15 . Sorrell & Son, Ltd., was registered as a limited liability company on 
October i, 19.., with an Authorised Capital of £500,000. The company 
went to allotment on November i, 19.,, when 200,000 Ordinary Shares at 
£i each were allotted at a premium of 2S. 6d. per share, payable 2S. 6d. on 
application, 5s. (including premium) on allotment, and the balance on May ist 
next. All the allotment and call money was paid when due except in the 
case of one shareholder, who failed to pay the final call on 200 shares held by 
him. His shares were forfeited on June i, 19. . . Show the necessary entries 
in the books of the company to record these transactions. {Central Association 
Accountants.) 
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16 . The Directors of a limited company forfeited i ,000 Ordinary Shares 
of each owing to non-payment of the final call of 103. per share. The 
shares were subsequently reissued to another shareholder for a cash payment 
of 22s. 6d. per share. 

(1) Aie these proceedings intra vires ? 

(2) What steps should you take to enable vou to arrive at a decision ? 

(3) How should the transactions be dealt with in the Balance Sheet which 
you aie asked to certify ? (^Chartered Accountants) 

17 . On February ii, 19- •> the Directors of a limited company resolved 
that 60 shares of £r each, issued to Howard Jones, should be forfeited for 
non-payment of the amounts payable on allotment and first call, viz. 7s. fid. 
and ss. respectively ; the deposit on application, 2s. fid., had been paid. No 
further call was made. On March 25, 19. ., they resolved that the said shares 
be issued to Robert Elmsley on payment by him of £40. Make the necessary 
entries in the company’s books, including the Share Ledger. (Chartered 
Accountants) 

18 . Prepare “■ Statutory Report ” from the following figures ; — Receipts : 
On allotment of 50,000 shares of ,£10 each, £137,000. Proceeds sale of old 
building material removed from freehold, £1,742. Advanced on mortgage, 
£47,000. Received in respect of allotment of Debenture Stock (75 % 
of £100,000), £75,000. Payments : Purchase of freehold, £205,000. Paid 
builders on account, £i2,fioo. Paid for Stock in Bond, £24,350. Paid 
salaries, £247. Office and petty expenses, £147. Preliminary expenses to 
date, £2,471. (Chartered Accountants) 

19 . Submit the Balance Sheet of a Company showing a large balance stand- 
ing to the debit of Profit and Loss Account. Suggest a scheme for reduction 
of capital, and submit the Balance Sheet of the Company as it would appear 
when your proposed scheme of reduction of capital had been carried out. 

20 . How should the discount on the issue of Debentures be dealt with 
in the undermentioned circumstances ? (a) Black, Ltd., issued 1,000 
Debentures of £1,000 each at 95, repayable at par m ten years. (6) White, 
Ltd., issued £100,000 5 % Perpetual Debenture Stock at 95. In each case 
the expenses of the issue, apait from discount, amounted to £3,500. (London 
Chamber Commerce) 

21 . On January ist, Excelsa, Ltd., offered for subscription 300 4 % 
Debentures of £100 each, repayable in five years at par. The price of issue 
was 98, payable as to £10 per Debenture on application, and the balance 
on March ist. Applications were received for 600 Debentures, and 500 
were duly allotted on January 3rd. The underwriting and costs of the 
issue amounted to £500. Give the entries which these transactions would 
necessitate, and show how the issue would appear in the Balance Sheet of the 
Company as on December 3 ist. (London Chamber Commerce) 

22 Malmaison, Ltd., issued £100,000 5 % Debentures, in bonds of £100 
each, on January i, 19... The Debentures were issued at a piemium of 
5%, and were payable as to 20% on application, as to 30% (including 
the premium of s %) on allotment (January loth), and the balance on 
January 25th. Applications for 1,035 bonds were received. 

Give the entries necessary to record the issue, and show how the above 
transactions would appear in the Balance Sheet of the Company. (Chartered 
Institute Secretaries.) 

23 . Describe the expenditure which, in your opinion, may be legitimately 
debited to “ Preliminary Expenses Account” by a newly registered limited 

company, ,, . , , , , , , 

State how you would deal with this expenditure m the books and published 
accounts of the company. (London Chamber Commerce) » 
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24 . Describe the difference, if any, in the book-keeping records of a 
dividend paid (a) Free of Income Tax ; (b) Less Income Tax. (Roval 
Society Arts.) 

2 5. The Directois of a limited company, with a fully paid Capital of 
100,000 Ordinary Shares of £l each, decided to pay an interim dividend of 
10 %, less tax, as on July ist. 

Give the entries necessary to record the payment of the dividend. (Lanrlnn 
Chamber Commerce.) 

26 . Explain the functions and advantages of a “ Dividend Book ” as 
employed by limited companies. 

Submit a suitable ruling for a book of this nature, and make three specimen 
entries therein. (Royal Society Arts.) 

27 . The Directors of the Stanfram Company, Ltd. (Capital authorised 
subscribed and paid up, £50,000), at the end of their first year’s trading’ 
decide to recommend the payment of a dividend of 5 % , and request you 
to advise as to the formalrties incidental to the payment of the dividend 
(a) State your recommendations; and (b) draft rulings for a pro-forma 
Dividend List. (Incorporated Accountants.) 

28 . A company is desirous of reducing its Capital. State shortly the 
steps that must be taken to effect its purpose where the Articles do not 
contain a clause empowering the company to make any such reduction 
For what purpose is a reduction of Capital usually required ? (Incorporated 
Accountants.) 

29 . Prepare the imaginary Balance Sheet of a company which has sustained 
considerable trading losses and depreciation of capital assets. 

Assume that it has been decided to reduce the capital of the company by 
converting the fully paid £i shares into shares of los. each, and redraft the 
Balance Sheet, showing the position after the reduction of canital has 
duly carried out. (Royal Society Arts.) 

30 . In what cases and subject to what conditions is a company entitled 
to pay interest out of Capital ? (Chartered Institute Secretaries.) 

31 . A successful Rubber Plantation Company found that its £5 shares 

rose to such a premium that the market .became restricted. A special 
resolution was therefore duly passed dividing the Company’s 10,000 Ordinary 
Shares of £5 each into 200,000 shares of 53. each. ^ 

Show the entries which are necessary in order to give effect to the above 
resolution. (Royal Society Arts.) 

32 . The prospectus of Partington, Ltd., was publicly advertised on 
January 2tst, with the following loan and share issues : Debentures ; i 000 4 
debentures of £100 each, the whole of which were offered and fully subscribed 
and paid up. Preference Shares : 20,000 6 % Preference Shares of £5 each 
the whole of which were offered and fully subscribed and paid up. Ordinary 
Shares : Nominal, 30,000 Shares of £5 each, of which 10,000 shares were 
issued as fully paid to the vendors in part payment of the purchase price of 
the business. Of the remaining 20,000 shares the public subscribed for 
15,000 shares, the whole of which were, in due course, fully paid up, with the 
exception of the last call of £2 per share on 500 shares, which were subsequently 
forfeited by resolution of the Directors. Pass the necessary entries through 
the Company’s books to record these transactions, and state how they should 
appear in the Balance Sheet. (London Chamber Commerce.) 

33 . What are “ preliminary expenses,” and how are they dealt with by 
imited companies ? To what extent (if any) are these expenses allowed by 
tile Income Tax authorities as a charge against revenue ? (London Chamber 
Commerce.) 
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34 . The Annual Accounts of Ravary’s, Ltd., showed a balance to the 
credit of Profit and Loss Account of £5,950, as on December 31, 19. .. The 
Nominal Capital of the Company consisted of 10,000 shares of £i each, all 
of which had been subscribed and fully paid up. 

At the annual meeting in February 19. . it was decided : (a) To increase 
the Nominal Capital of the Company to £15,000 by the issue of 5,000 6 % 
Preference Shares of £i each, (b) To pay a dividend for the year ig, . of 
55 %> SO % to be discharged by the issue of fully paid Preference Shares at 
par, and the balance, 5 %, to be paid in cash. 

Give the entries necessary to record these transactions. (Royal Society 
Arts.) 

35 . The accounts of Pain and Peters, Ltd., on December 31, 19. . , showed 
a balance to the credit of Profit and Loss Account of £5,870. The Company 
was a private one, with a Nominal Capital of £15,000 in shares of £i each, 
10,000 of which were subscribed and fully paid up. These were held as 
follows : A, 4,000 ; B, 4,000 ; C, 1,000 ; D, 1,000. At the annual general 
meeting of the Company, at which all the shareholders were present, it was 
unanimously decided as follows : — 

(1) To increase the Nominal Capital of the Company to £35,000, the 

additional £10,000 to consist of io,ooo 6 % Cumulative Preference 
Shares of £l each. 

(2) To pay a dividend for 19. . of 50 %,of which 20 % was to be paid in 

cash and 30 % by the issue of Preference Shares at par, treated as 
fully paid. 

Make the Journal entries necessary to give effect to the above resolutions. 
(Chartered Accountants.) 

36 . What do you understand by “ Debentures issued at a discount ” f 
How would you show such Debentures in the Balance Sheet of a company ? 
Give an example. (London Chamber Commerce.) 

37 . The Directors of the Argonaut Company, Ltd., issue £250,000 4 % 
Debenture Stock at the price of 90. How should the discount be dealt with 
in the Company’s Balance Sheets from year to year ? (Chartered Accountants.) 

38 . A company issues £100,000 Debenture Stock at 90 %, and pays 2 % 
for underwriting it. How should the transactions show in the company’s 
books ? (Chartered Accountants.) 

39 . The Balance Sheet of the Lomax Company was composed of the 
following items : Paid-up Capital, £10,000 ; Debentures, £6,000 ; Cash, 
£11,000; Debtors, £4.000; Creditors, £3,000; Stock, £6,000 ; Ptemises, 
£5,000 ; Balance of Profit, £7,000. Instead of declaring a dividend, it was 
decided to exercise the option of paying off the whole of the debentures at 
a premium of 3 %. Give the entries in the various Ledger accounts affected, 
and draw up a Balance Sheet showing the new position. (National Union 
Teachers.) 

40 . Sudemeyer, Ltd., issued £100,000 5 % Debentures, in bonds of £100 
each on January i, 19... The Debentures were issued at a premium _ of 
5 %, and were payable as to 20 % on application, as to 30 % (including 
the premium of 5 %) on allotment (January ioth),_ and the balance on 
January 2Sth. Applications for 1,035 bonds were received. 

Give the entries necessary to record the issue, and show how the above 
transactions would appear in the Balance Sheet of the Company. (Chartered 
Institute Secretaries.) 

41 A company made an issue of £100,000 Debenture Stock, secured 
by trust deed on all the fixed and floating assets of the company. Of this 
amount £50,000 was subscribed at a premium of 3 %, £30,000 was subscribed 
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at par, and £30,000 was issued to the company’s bankers by way of collateral 
security for a loan of £15.000. Give the entries which should appear in 
the company’s Balance Sheet to record these transactions. {Chartered 
Accountants.) 

42 . A company has a Capital of £too,ooo in Ordinary Shares of £i each 
(fully paid up) and a debit balance on Profit and Loss Account of £50,000. 
It is desired to reduce the shares to los. each, in order to wipe off the debit 
balance. State what steps must be taken to carry out the scheme, and, 
assuming that to have been done, show the entries that would have to be 
made in the books. {Chartered Institute Secretaries.) 

43 . A limited company with a fully paid capital consisting of 200,000 
Ordinary Shares of £i each has traded unsuccessfully, with the result that 
the debit balance of the Profit and Loss Account now amounts to £68,585. 
It is decided, subject to confirmation by the Court, to reconstruct the company, 
and to reduce the £i shares to shares of los. each fully paid. The balance 
of the Capital written off, after dealing with the Profit and Loss Account, is 
to be utilised in reducing the book value of assets of a wasting nature . Submit a 
pro forma Balance Sheet on the basis of the Capital and Profit and Loss figures 
above, and submit the entire procedure necessary to carry out the proposed 
reduction of Capital. {Chartered Accountants.) 

44 . How is a reduction of a company’s Capital ordinarily effected .? 
State particularly what steps are necessary where it is proposed (a) to return 
capital to the shareholders ; (6) to write off Capital which has been lost ; 
(c) to cancel shares which have not been taken up. {Central Association 
Accountants.) 

45 . A limited company is formed to purchase an existing business with 
a nominal capital of £300,000, one-half in Ordinary and one-half in 5 % 
Preference Shares of £i each. 60,000 of the Ordinary Shares are issued at 
a premium of 5s. per share, the Preference Shares being all issued at par ; 
5s. per share being payable on application and los. on allotment in each 
case. £20,000 6 % Debentures are underwritten at 98 %. On account of 
the purchase money of £54,000 a sum of £8,000 is paid in discharge of 
the liabilities of the vendor, and the following assets taken over : Stock- 
in-trade, £r2,ooo ; Book Debts, £20,000 ; Machinery and Plant, £6,000. 

Journalise the entries necessary for recording the purchase in the books 
of the company. {Incorporated Accountants^) 



Chapter XII 


JOINT STOCK COMPANIES-Cofirtwr/etf 
Company Accountancy — Continued. 

[Note. — The references are to the Companies Act, igag, unless otherwise 
stated.] 

Purchase of a Business. — When a company is formed for the purchase 
of the business of a going concern, the first duty of the book-keeper is to 
make himself acquainted with the terms of the contract with the 
vendors, or the promoting syndicate, as the case may be. The purchase 
price will usually consist of cash and fully paid shares in agreed propor- 
tions. The greater the proportion taken in shares, the greater will be 
the public confidence in the venture. 

The assets taken over will usually include a named sum for goodwill, 
though sometimes a round sum is fixed for the whole undertaking, 
including goodwill. In the latter case the amount payable for goodwill 
is represented by the excess of the purchase price over the value of 
the net assets acquired (i.e., over the tangible assets acquired, minus 
the liabilities assumed). 

The last Balance Sheet of the Vendor’s business (with or without 
adjustments) usually forms the basis of the purchase contract. When 
the purchasing company assumes the liabilities, the vendor usually 
guarantees that they shall not exceed the Balance Sheet figures ; 
frequently also he guarantees the book debts. In such cases, the 
book-keeper must make any adjustments that may prove necessary, the 
vendor’s account being debited or credited as occasion requires. 

Procedure to Record Purchase of a Business. 

(fl) Open a Purchase Account and debit it with the agreed pur- 
chase price of the business and credit the vendor with the like amount. 

(b) Open an account for each asset acquired (including Goodwill) 
and debit the respective book values to these accounts. Credit 
Purchase Account with the like amounts in one total. 

(c) Open accounts for the liabilities assumed and credit these 
accounts with their respective balances, as shown in the Balance 
Sheet. Debit Purchase Account with the like amounts in one 
total. 

{d) If the vendor takes shares in part payment of the purchase 
price, credit Share Capital Account (or Debenture Account, if 
debentures are issued), in part payment, with the issued value of 
the shares (or debentures), and debit the vendor with a like amount- 
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(e) The entries recording the balance (if any) of the shares or 
debentures issued will be similar to those already fully described 
(see p. 346). 

(/) Debit the Cash Book with the balance taken over , and a ny 
receipts on Share and Debenture Account, and credit all payments 
made to the vendor, or in payment of expenses. 

Illustration 1. — Testouta, Ltd., was registered with a nominal capital 
of £aoo,ooo, divided into . 100,000 Ordinpy Share s of £i each, and 100.000 
7 % Preference Shares M each. AT contract was entered intowItlT 
Hugh Dickson agreeing to purchase his established business for the sum 
of £125,000. The purchase price was to be satisfied by the issue of so.ooQ 
fully paid ordinary shares of £i each, taken as representing 353 . p er share ; 
..■;o,ooo fully paid 7 % Preference Shares of £t each ; and ' me balance in 
cash. TEe company was to pay the liabilities which the vendor guaranteed 
should not exceed the Balance Sheet figure. The vendor also guaranteed 
that the book debts should not realise less than £i8,p8o. 35,000 Ordinary 

Shares at 35s. per share and 35,000 7 % Pieference Shares of £i each 
were issued to the public, and fully paid up as on February i, 19. .. The 
Balance Sheet of Hugh Dickson, as on the date of purchase, was as 
follows ; — 


BALANCE SHEET, DECEMBER 31, 19... 



£ 

s. 

d. 


£ 

s, 

d. 

Capital (H. Dickson) . . , . 

100,000 

0 

0 

Freehold Premises 

48 ,762 

0 

0 

Sundry Creditors 

12,413 

0 

0 

Machinery and Plant . . . . 

37,^12 

0 

0 

Bills Payable 

12,000 

0 

0 

Furniture and Fittings 

S97 

0 

0 





Sundry Debtors . . . . 

i8,q8o 

0 

0 





Stock 

15,600 

0 

0 





Cash at Bank 

2,762 

0 

0 

£ 

*24.413 

0 

0 

£ 

124,413 

0 

0 


The book debts realised £18,400, and a further liability (omitted from 
the Balance Sheet) amounting to £150 was paid. The preliminary expenses 
of the new company amounted to £3,850. 


11 CASH BOOK. 11 

Dr. Cr. 


19., 


j. 

£ 

s. 

d. 

19. .. 



£ 

s. 

d. 

Dec. 31 

To Purchase Account 

12 

2,762 

0 

0 

Dec. 31 

By Preliminary Ex- 




„ 31 

,, Sundry Share- 





penses 

31 

3,850 

0 

0 


holders • 





»• 31 

,, Sund^ Creditors 
„ Bills Payable , . 

13 

12,413 

0 

0 


25,000 Ordinary 





„ 31 

15 

12,000 

0 

0 


Shares at 25s.. . 

28 

31.250 

0 

0 

„ 31 

,, Vendor, Balance 





25,000 7 % Pre- 





due to him 


36,770 

0 

0 


ference Shares at 





„ 31 

,, Sundry Creditors 





each . . . , 

„ Cash (Sundry 

30 

25,000 

0 

0 

(omitted from 





n 31 






Balance Sheet) . . 

13 

150 

0 

B 


Debtors) . . . . 

S 

jB,40o 

0 

0 

» 31 

„ Balance earned 



■ 








down . . . . 

V 

12,229 

0 

B 



£ 

77,412 

0 

0 



£ 

77,412 

0 

0 

19 - - 
Dec. 31 

To Balance brought 












down . . . . 

V 

12,229 

0 

0 
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JOURNAL. 


Dec. 31 Sundry Assets : — 

Freehold Premises 
Machinery and Plant . . 
Furniture and Fittings 
Sundry Debtors . , . . 

Stock 


Cash 

To Purchase of Business Account 
Being the assets taken over by the Company 
as per contract dated December 18, 19... 

31 Purchase of Business Account Dr. 

To Sundries ; — 

Sundry Creditors 

Bills Payable 

Being liabilities assumed by the Company as 
per contract dated December 18, 19... 

31 Purchase of Business Account . . .. . Dr. 

To Vendor 

Being agreed purchase price of the business as 
per contract dated December 18, 19... 

31 Vendor . . , . . Dr. 

To Sundries : — 

Ordinary Share Capital Account . . . . 

Ordinary Shares Premiums Account 
7 % Preference Capital Account . . . . 

Being allotment of 30,000 Ordinary Shares at 
ajs. per share, and 50,000 7 % Preference 
Shares of each, both fully paid as per 
contract for sale. 

. 14 Vendor . . . . Dr. 

To Sundry Debtors 

,, Sundry Creditors , . , . 

Being amounts necessary to make up amounts 
guaranteed as per contract for sale 

T2 Oldinary Shareholders Dr. 

To Ordinary Share Capital Account . . 

,, Ordinary Share Premiums Account 
For application, allotment, and call moneys 
on 25,000 Ordinary Shares issued at 25s. 
per share. 

12 7 % Preference Shareholders Dr. 

To 7 % Preference Share Capital Account* . . 
For application, allotment, and call roonc5rs on 
25,000 7 % Preference Shares of £i each. 

X2 Goodwill Account . . . . . * . . . . Dr. 

To Purchase of Business Account . . . . 

Being transfer of balance representing Goodwill. 


300 
000 


I o 
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LEDGER — continued'. 

3 Machinery and Plant. 3 

Dtt- , Ce, 


19 - •• 


n 


I 


■1 


■ 

IB 

1 

d. 

Dec, 31 

To Purchase Account 

■ 


I 

1 

H 


■ 

■ 

1 



5 Furniture and Fittings. 6 


pR. Ce. 


19 . .. 


j. 

t 

a. 

d. 




i 

s. 

d. 

Deo. 31 

To Purchase Account 

Z2 

897 

0 

0 








7 Sundry Debtors. 7 


Dr. 


Ce 


19... 


j. 

£ 

s. 

d. 

rg. .. 


j. 

£ 

S. 

d. 

Dec. 31 

To Purchase Account 

la 

18 ,980 

0 

0 

Dec 31 

By Vendor . . . . 

12 

580 

0 

0 







» 31 


C.B. 











„ Cash 

II 

18,400 

0 

0 



£ 

i8,g8o 

0 

0 



£ 

18,980 

0 

0 


9 Stock. 9 

Dr. Cr. 


19... 


J.'' 

£ 

s. 

d. 




£ 

B 

d. 

Dec. 31 

To Purchase Account 

12 

15,600 

0 

0 





1 



13 Sundry Creditors. 13 

Dr. Cr. 


19. .. 


C.B. 

£ 

s. 

d. 

19. .. 



£ 

S. 

d. 

Dec. 31 

To Cash 

12 

12,413 

0 

0 

Dec, 3 i 

By Balance 

V 

12,413 

0 

0 

>7 

f, Cash 

V 

150 

0 

0 

.. 31 

„ Vendor . • . . 

J. 

150 

0 

0 



£ 

12,563 

0 

0 



£ 

12,563 

0 

0 


15 Bills Payable. 15 

De. Cr. 


19... 


C B. 

£ 

S. 

d. 

ig. .. 



£ 

S. 

d. 

Dec. 31 

To Cash . . . . 

12 

12,000 

0 

0 

Dec,3i 

By Balance . . 

V 

12,000 

0 

0 



£ 

12,000 

0 

_ 

0 



£ 

12,000 

0 

0 


17 Purchase of Business Account. 17 

Dr. 


ig... 


J. 

£ 

8. 

d. 

19... 

By Sundry Assets 

J. 

£ 

s. 

d 

Deo. 31 

To Sundry LJabili- 




Dec. 31 

12 

124,413 

0 

0 

ties 

12 

24,413 

0 

0 

31 

„ Goodwill Ac- 





.. 31 

„ Purchase Pnce 

12 

125,000 

0 

0 


count 

12 

25,000 

0 

0 



£ 

149,413 

0 

0 



£ 

149,413 

0 

0 
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LEDGER — continued. 





25 7 % Preference Share Capital Account. 25 

Dr. Cr. 
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' LEDGER — continued. 

31 Peehminary Expenses Account. 31 

Dr. Cr. 


19... 


C.B. 


1 


■1 


■ 

n 

B 

■ 

Dec. 31 

To Cash 

12 


1 

1 

■ 


■ 

m 

1 

1 


33 Goodwill Account. 33 

Dr. Cr. 


19... 


j. 

£ 

I 

B 

im 

■nnm 

■ 

n 

B 

d. 

Dec. 31 

To Purchase of Busi- 



■ 





H 


Qess Account . . 

12 

25,000 

1 

1 

■ 


■ 

■ 

1 



TeitouU, Limited. 


BALANCE SHEET, JANUARY i, 19... 



£ 

s. 

d. 


£ 

S. 

d. 

Capital ; — 

Nominal .* — 




Freehold Premises 

Goodwill 

48,762 

25*000 

0 

0 

D 

0 

100,000 Ordinary 

Shares of £i each . . £100,000 




Machinery and Plant . . . . 

St, 41a 

0 

0 




Furniture and Fittings • . . 

897 

0 

0 

100,000 y % Prefer- 




Stock 

15,600 

0 

0 

ence Shares of £1 




Cash at Bank 

12,229 

0 

0 

each . . . . . . 100,000 




Preliminary Expenses Account, . 

3.850 

i 

0 

£200,000 






1 


Issued ; — 

55,000 Ordinary Shares 
of £1 each . . . . £55*000 

73j0oo 7 % Preference 

Shares of £i each 75,000 

130,000 







Ordinary Shares Premiums Ac- 





1 


count 

13.750 

0 




1 


£ 

143,750 

0 


£ 

143,750 

0 

0 


NotE“~-As this Balance Sheet is not to be laid before a General Meeting, the basis of valuation 
of fixed assets, etc,, need not be stated. 


Illustration 3. — Chatenays, Ltd., was registered with a nominal 
capital of £zoo,ooo, consisting of 300,000 Ordinary Shares of £i each. 
A contract was entered into with G. Dickson to purchase his established 
business as on December 31, 19. ., for the sum of £60,000, to be satisfied 
by the issue as fully paid of 25,000 Ordinary Shares taken at 353. per share 
and the balance in cash. 

In addition to the shares issued as fully paid as above, 60,000 shares 
were offered on January 5th to the public for subscription at 25s. per 
share, payable as follows : On application, ss. ; on allotment, los. (including 
the premium of ss.) ; and on first and final call (March sth), los. per 
share. The whole issue was underwritten for a commission of 3J %, 
and an overriding commission of i %, and a brokerage of 3d. per share 
was offered to stockbrokers and others for placing shares. The public 
applied for 65,000 shares . The Directors went to allotment on January i oth, 
on which day Allotment Letters and Letters of Regret were posted. 

Duty, legal charges, and other preliminary expenses amounted to £4,750. 
All moneys due on the shares were paid on or before March 7th, except the 
final call of los. per share on 500 shares which remained unpaid. 3,200 shares 
were allotted on application forms bearing the stamp of stockbrokers. 

On March 3rd, fifty 5 % Debentures of £100 each were issued at 98 J, 
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and were fully subscribed and paid up. The expenses of the issue 
amounted to £426. 

You are required to prepare the following : — 

(1) Opening Journal entries ; 

(2) Cash Book j 

(3) Ledger Accounts ; 

(4) Trial Balance ; and 

(s) Balance Sheet of the new Company. 


JOURNAL. 



Jan. I Sundry Assets (net) 
To G, Dickson 


To G, Dickson i 

Being purchase price of the Assets acquired as j 
per Contract for Sale, I 


G Dickson Dr. 

To Ordinary Share Capital Account 
„ Ordinary Share Premiums Account . . 

,, Cash 

Being 35,000 Ordinary Shares (taken at 25s.) 
and Cash in discharge of purchase considera- 
tion as per Contract for Sale. 


A^Ucation and Allotment Account . . . . Dr. 

To Ordinary Share Capital Account 
„ Ordinary Share Premiums Account . . . . 

Being amounts payable on 60,000 shares allotted 
by Directors to the public this day. 


Sundry Debenture Holders . , . . . . , . Dr, 
Debenture Discount Account . . . . . . Dr. 

To 5 % Debentures 

Being amount due and discount on 50 £100 De- 
bentures issued this day at 98^. 


First and Final Call Account Dr. 

To Ordinary Share Capital Account 
Being Call due this day on 60,000 shares. 


7 Calls in Arrear 

To First and Final Call Account 


Being Call of zos. per share on 500 shares unpaid. 





















446 HIGHER BOOK-KEEPING AND ACCOUNTS 


LEDGER — continued. 

Application and Allotment Account. 


To Ordinary Share 

J. 

£ 

Capital Account 
, , Ormnary Share 
Premiums Ac- 

9 

30,000 

count . . 

g 

15,000 


£ 

45,000 


C.B. 

£ 

S. 

5 

45,000 

0 

£ 

45,000 

0 


First and Final Call Account. 


19 -.. J. 

Mar. 5 To Ordinary Share 

Capital Account g 



19... C.B. 

Mar. 5 By Cash , . . . 5 

„ 7 ,, Calls in Arrear J.g 



Calls in Arrear. 


Mar. 7 To First and Final 
Call Account 


I 
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LEDGER — continued. 

Preliminary and Formation Expenses. 


447 


19 


IS 



23 Brokerage. 23 

Dr Cr. 



Sundry Assets. 




TRIAL BALANCE. MARCH 7, 19... 


Ordinary Share Capital Account 
Ordinary Share Premiums Account . 
Calls in Arrear 


5 % Debentures Account 

5 % Debenture Discount Accouni , , 

Underwriting Commission 

PreUminary and Formation Expenses 
Debenture Issue Expenses Accoun* 

Brokerage 

Sundry Assets - • * • 

Cash in hand. . 























CASH BOOK. 
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EXAMINATION QUESTION. 


449 


A limited company was formed to purchase the business of Victor 
Hugo, whose Balance Sheet as at the date of purchase was as follows : — 


BALANCE SHEET. 



£ 

s. 

d. 


£ 

S. 

d. 

Capital 

15.000 

0 

0 

Leasehold Factory 

10,500 

0 

0 

Sundry Creditors 

4,200 

0 

0 

Machinery and Plant 

SiS-to 

0 

0 

Loan from Bank . . 

4,000 

0 

0 

Sundry Debtors . . 

3,260 

0 

0 

Bills Payable 

600 

0 

0 

Stock 

3,100 

0 

0 





Cash at Bank 

420 

0 

0 





Bills Receivable . . 

1,280 

0 

0 

£ 

23,800 

0 ' 

0 

£ 

0 

0 

CO 

0 

0 


The purchase terms were as follows : — 

(i) The purchase price was agreed at £17,500, payable as to £10,000 in 
cash and as to £7,500 in fully paid shares. 

(a) Victor Hugo was to retain the Cash at Bank and Bills Receivable, and 
undertook to meet the Bills Payable. 

(3) The company took over all the remaining assets at their book values 
• and undertook to discharge the liabilities other than Bills Payable. 

(4) The capital of the company, subscribed by the public, was £30,000 in 

Ordinary Shares of £i each, of which 15s. was called up and fully paid. 

(5) The Preliminary Expenses amounted to £586. 


Give the entries necessary to open the books of the company upon the 
completion of the purchase, and submit the initial Balance Sheet. {London 
Chamber Commerce.) 


Solution. 


3 CASH BOOK. 3 

De Ca. 


IQ. .. 



£ 

s- 

d. 

19 -.. 



£ 

s. 

d. 

Dec, 31 

To Sundry Share- 





Dec,3i 

By Vendors . . . . 

5 

10,000 

0 

0 


holders (on Ap- 





f» 31 

,, SuudryCreditors 

X 3 

4,200 

0 

0 


plication, Allot- 





M 31 

„ Bank Loan 

15 

4,000 

0 

0 


merit, and Call 





» 31 

„ Preliminary Ex- 






Account) 

9 

23,500 

0 

0 


penses . . . . 


580 

0 

Vi 







» 3 * 

„ Balance carried 












down . . . . 

v 

3,714 

0 

(J 



£ 

32,500 

0 

0 



£ 

22,500 

0 

0 

19... 
Dec. 31 

To Balance brought 












down . . . . 

v 

3,714 

0 

0 





_ 



30 
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12 JOURNAL. 

Dr. Cr. 


19. .. 



£ 

s. 

d. 

£' 

s. 

d. 

Dec. 31 

Puicliase of Business Account Dr. 

I 

I7»500 

0 

0 




To Vendors 

Being agreed purchase price of the business 

5 



17,500 

0 

0 


.1 31 

Sundry Assets Dr. 








Leasehold Factory 

19 

10,500 

0 

0 







5,240 

3,260 







Sundry Debtors 

23 

0 

0 





Stock . . . . 

25 

3,100 

0 

0 





To Purchase of Business Account 

Being book values of assets taken over. 

I 



22,100 

0 

0 


II 31 

Purchase of Business Account Dr. 

I 

8,200 

0 

0 




To Sundry Creditors 

13 




4,200 

0 

0 


„ Bank Loan 

Being liabilities taken over from Vendor. 

15 




4,000 

0 

0 

f> SI 

Vendors . . . . Dr. 

5 

7,500 

0 

0 









7,500 




Being 7,500 shaies of £i each issued as fully paid 








in part satisfaction of the purchase price. 








» 31 

Application, Allotment, and Call Account . . Dr. 

n 

22,500 

0 

0 







22,500 




Being transfer of the former account to Share 

H 







Capital Account. 

■ 








LEDGER. 


I PUBCHASE OF BUSINESS ACCOUNT. 1 

Pk. Cr. 


19. .. 


j. 

£ 

s. 

d. 

19. .. 


j. 

£ 

S. 

d. 

Dec, 31 

To Vendors 

12 

17,500 

0 

0 

Dec.31 

By Sundry Assets 

Z2 

22,100 

0 

0 

» 31 

,, Sundry Credi- 




7, 31 

,, Transfer to Good- 





tors 


4,200 

0 

0 

will Account . . 

27 

3,600 

0 

0 

,1 31 

„ Bank Loan . . 


4,000 

0 

0 








c 

25,700 

0 

0 



£ 

25,700 

c 

0 


S Vendors. 5 

Db. Cr. 


19. .. 


J. 

£ 

s. 

d. 

19-. 


J. 

£ 

s. 

d. 

Dec. 31 

To Share Capital 




Dec.31 

By Purchase of 




Account 

12 

7,500 

0 

0 

BusmessAccount 

12 

17,500 

0 

0 



C.B. 








». 31 

„ Cash . . . . 

3 

10,000 

0 

0 









£ 

17,500 

0 

0 



£ 

17,500 

0 

0 
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LEDGER — continued. 



9 Application, Allotment, and Call Account. 9 



1 





19 Leasehold Factoey. 19 

De. Cr. 
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continued. 

21 Machinery and Plant. 21 

Dr. Cr. 


J. 

Dec. 31 To Purchase of 
Business Ac* 
count . . . . 13 




New Company. 

BALANCE SHEET, DECEMBER 31. 19. 


Capital: — 

Issued : — 

^,300 shares of £i each 
issued as fully paid 

to vendor £7,5oo 

30,000 shares of £i each 
issued to public, 15s. 
per share called up . . 22 ,500 



Goodwill 

Leasehold Factory 

Machinery and Plant . . 

Stoclc 

Sundry Debtors 

Cash at Bank 

Preliminary Expenses Account . . 


3,600 o o 
10,500 o o 
5,240 0 0 
3,100 o o 
3,260 o o 
3,714 0 0 
586 0 0 


£ 30,000 0 0 


Note. — This Balance Sheet, if laid before a General Meeting, must state the basis of valuation 
of the fixed assets. 
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Reconstruction. — Reconstruction is not a term of any legal 
significance. It expresses re-organisation, and this may take many 
forms. Reconstruction of a company may become necessary by reason 
of financial losses, but frequently reconstruction is entered upon for 
quite dift'erent reasons. Thus a company may be re-organised for any 
one of the following purposes : — 

(a) Amalgamation with one or more similar undertakings. 

(b) Absorption of a smaller company. 

(c) To enlarge the “ objects ” detailed in the Memorandum. 

(d) In order to write off lost capital. 

(e) To provide means to satisfy the claims of creditors, or the 
claims of cumulative preference shareholders for arrears of dividend, 
otherwise than by payment in cash. 

(/) Consolidation of existing share issues, or re-arrangement of 
the rights of various classes of shareholders hie}- se. 

(g) Alteration of the denomination of the Shares, e.g. the issue 
of ten shares for every share of held. 

(h) To alter the domicile of the company. 

(i) To reduce or extinguish the uncalled liability on the issued 
shares. 

In earlier days, under the Act of 1862, reconstruction involved 
liquidation and the formation of a new company. The Act of 1908 
provided ample legal machinery for reconstruction in many of the above 
events without liquidation, and the Act of 1929 contains similar 
machinery. 

We have already seen that, under S. 50, a company may, if author- 
ised by its Articles, increase, consolidate and sub-divide its capital ; 
convert its paid-up shares into stock ; and cancel unissued shares. 

We have also seen that, under S. 55, if authorised by the Articles, 
a company may, by special resolution subsequently confirmed by the 
Court, extinguish or reduce the liability on share capital not paid up ; 
cancel share capital which is lost or unrepresented by assets ; pay off 
paid-up share capital in excess of its wants. 

Under S. 46 a company may utilise undivided profits tq pay off 
Redeemable Preference Shares (see p. 301). 

Further, by S. 153, a company may compromise with its creditors, 
or its shareholders, or any class of them. On application to the Court 
for power so to do, the Court may order a meeting of the creditors, or 
of the shareholders, to be summoned to consider the_ proposal, and if 
the compromise or arrangement is sanctioned by a majority in number 
representing three-fourths in value of the creditors, or class of creditors, 
or shareholders or class of shareholders, present and voting either in 
person or by proxy, such compromise or arrangement may be sanctioned 
by the Court, and, if so, becomes binding upon the creditors or the 
shareholders concerned. This procedure is frequently made use of 
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in reconstruction proceedings in cases where a proportion of the outside 
liabilities of the company are satisfied by the issue of shares, or the arrears 
of cumulative preference dividends are similarly satisfied, or the de- 
nomination and rights of the various classes of shares are to be 
re-arranged. 

Very briefly stated, the steps necessary to carry out a scheme of 
reconstruction, otherwise than by procedure under S. 153, are as 
follows : — 

(fl) If reduction of capital is involved the Articles must give 
authority, or must be amended by special resolution to give authority, 
and the company must pass a special resolution reducing the capital. 

{b) If the proposed reduction is for the purpose of cancelling 
shares not issued, any resolution specified by the Articles will suffice. 

(c) If it is simply a repayment of Redeemable Preference Shares 
out of accumulated profits, the procedure is under S. 46. 

(d) If the reduction is for any other purpose than in (b) or (c) 
above, the Court must be petitioned to sanction the scheme. If the 
Court approves, an order is made which must be filed with the 
Registrar and published as the Court may direct. The Court’s 
order takes effect only after registration (S. 58). 

One of the most common reasons for reconstruction is the need to 
provide further working capital. It is necessary, sometimes, in this 
connection, to form a new company, and to proceed under the powers 
conferred by S. 234. The new company takes over the assets of the 
old company, and allots shares with an uncalled liability in the new 
company, in consideration for the assets taken over, thus providing 
further working capital . By S . 55 , Finance .dci , 1 927 , transfer and share 
capital duties are remitted to the extent of the share capital of the 
transferor company, subject to certain conditions (see p. 479). 

In practice, reconstruction schemes are sometimes very difficult 
and complicated. More particularly, fo’" example, in cases where two 
or more issues of debentures exist, s-cured upon different specific 
assets, followed by one or more issues of preference shares, with or 
without accumulated arrears of dividend, and with differing rights as 
to priority, and an issue of ordinary shares without preferential rights 
as to dividend or capital. The apportionment of the capital loss to be 
written off as between these different interests clearly needs nice adjust- 
ment. Having ascertained the capital loss to be provided for, and 
determined its incidence, it then becomes necessary in most cases to 
provide further working capital. Unless all these needs are satis- 
factorily provided for, the reconstniction scheme will come to naught. 

In other cases, for instance (c), (/), (^), and (Ji) mentioned on p. 453, 
reconstructions impose very little work on the company book-keeper, 
for they entail no alteration in the books, except such amendments as 
may be necessary in the Share Register. The only new accounts 
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involved will be a new Preliminary Expenses Account, and any new 
Share Capital Account to record the fresh issue of capital, if a fresh issue 
is made. To the former account all the expenses of reconstruction 
would be debited, the balance being written off over a reasonable 
period in the manner explained in connection with Debenture Issue 
and similar expenses. 

The following three illustrations give the basic principles on which 
reconstruction book-keeping is based. They are purposely presented 
in simple form, in order that these principles should not be obscured 
by complicated detail. 

Illustration i. — Blanks, Ltd., decided to sell their undertaking to a 
new company registered as Blanlcs (19..), Ltd. The purchase price was 
fixed at £50,000, payable by the issue of 100,000 shares in the new company, 
credited with los. per share as paid. The new company was to pay the 
liabilities of the old company. Goodwill Account was to be written off ; 
Machinery and Plant Account reduced to £20,000 ; and the balance of the 
Profit and Loss Account was to be written off. The Balance Sheet of the 
old company at the date of the proposed reduction was as follows : — ■ 


Blanks, limited. 

BALANCE SHEET, DECEMBER 31, 19... 



1 

s. 

d. 


£ 

s. 

d. 

Issued Capital : zoo,ooo shares 




Goodwill 

20,000 

0 

0 

of it ea'ch, fully paid . . 

100,000 

0 

0 

Machinery and Plant . . . « 

<}0,000 

0 

0 

Sundry Creditors 

40,200 

0 

0 

Sundry Assets . . . > . . 

69,800 

0 

0 





Cash 

400 

0 

0 





Profit and Loss Account . . 

20,000 

0 

0 

1 

140,200 

0 ■ 

0 

£ 

140,200 

0 

0 


Assuming that the sale to the new company was duly effected, and 
that the balance of los. per share had been called and paid up, the following 
records would appear : — 


REALISATION ACCOUNT. 


Dr. Cb. 


19 ... 
Deo. 31 

To Sundry Assets, 
etc., transferred to 
the new company 


£ 

no, too 

s. 

0 

d. 

0 

19... 

Dcc. 3 x 

ii 31 

» 31 

By Purchase Price 
from the new com- 
pany 

„ Loss on Assets 
transferred to the 
new company . . 

,, Sundry Creditors 
to he paid by the 
new company . . 


i 

50,000 

50,000 

40,200 

s. 

0 

0 

0 

d. 

0 

0 

0 



£ 

140,200 

0 

_ 

0 



£ 

140,200 

0 

0 


A Purchase of Business Account would be written up, as already explained 
on p. 439, to record the opening of the New Company 
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The Balance Sheet of Blanks (19. ,). Ltd., would appear as follows : — 
Blanks ( 19 ..), Limiteci. 

BALANCE SHEET, DECEMBER 31, 19... 


Issued Capital : 100,000 shares 
of £i each, los. per share 
credited, and ros. per share 
called and paid up . . 

£ 

100,000 

s. 

0 

d. 

0 

Machinery and Plant . . . . 

Sundry Assets 

Cash 

£ 

20,000 

69,800 

10,200 

s. 

0 

0 

0 

d. 

0 

0 

0 

£ 

100,000 

0 

0 

£ 

100,000 

0 

0 


Note. — ^This Balance Sheet is not prepared for laying before a General Meeting. 


The above simple illustration serves to demonstrate the principles 
upon which the book-keeping entries are based. Further detail may- 
now be introduced. 

Illiisti atioii 2. — Uprichards, Ltd., after a series of trade losses, resolved 
by special resolution to wind up, and to reconstruct by means of a sale 
to a new company to be called Uprichards (19..), Ltd. At the date of 
the confirmatory resolution the Balance Sheet of the old company was 
as follows : — 


Uprichards, Limited. 

BALANCE SHEET, DECEMBER 31, 19.. 



£ 

S. 

d. 


£ 

R. 

d. 

Capital 




Freehold Factory 

?8,5oo 

0 

0 

200,000 Ordinary Shares of £1 




Machinery and Plant . . . . . . 

47,800 

0 

0 

each, fully paid 

200,000 

0 

0 

Motor Lorries 

3,880 

0 

0 

Sundry Creditors . . . - £6,000 




Stock 

18^82 

0 

0 

Bank Loan 3,000 




Sundry Debtors . . 

21,820 

0 

0 

Bills Payable .. .. 2,000 




Cash at Bank 

)-i8 

0 

0 


11,000 

0 

0 

Profit and Loss Account (accu- 








mulcted loss) 

40,000 

0 

0 

£ 

211,000 

0 

0 

£ 

211,000 

0 



The parties concerned consented to the following reconstruction 
scheme : — 

(a) The new company was to take over the assets of the old company, 
but not the liabilities. 

(i) The capital of the new company was to consist of 500,000 Ordinary 
Shares of £i each. 

(c) The new company was to purchase the assets of the old company 

for £160,000, payable as to £140,000 by the issue of 280,000 
Ordinary Shares of £i each, credited with los. per share as 
paid up, and £20,000 in cash. 

(d) The balance of los. per share payable by the members of the new 

company was to be paid as to ss. on application and ss. on 
allotment. 

All moneys due on the new shares were paid. The expenses of recon- 
struction amounted to £9,000, and the preliminary and registration expenses 
of the new company to £s,ooo. 










JOINT STOCK COMPANY ACCOUNTANCY 457 

The following entries are necessary to record the reconstruction : — 


JOURNAL* 


Dr. 


26 

Cp. 


19... 

Dec. 31 


Realisation Account Dr. 

To Sundries t — 

Freehold Factory 

Machinery and Plant . , 

Motor Lorries 

Stock 

Sundry Debtors 

Cash at Bank . . . 

Being the transfer of these assets to the new 
company as per terms of the scheme dated 
this day. 


„ 31 Uprichards (19. .). Ltd. Dr. 

To Realisation Account . . 

Being aCTeed purchase price of the assets of 
the old company. 


I, 31 Shares in Uprichards (19..), Ltd. (the new 

company) Dr, 

To Uprichards (19. .), Ltd. .. .. .. 

Being the issue of 280,000 shares (los. paid) 
as part purchase price of the assets as per 
scheme dated this day. 


M 31 


Realisation Account .. .. .. . 

To Sundry Creditors 

Being cost of reconstruction scheme. 


Dr. 


;i 31 


Cash Dr. 

To Uprichards (19. Ltd, 

Being the cash portion of the purchase price 
as per scheme dated this day. 


„ 31 Sundries {•— Dr. 

Sundry Creditors .. .. .. .. .. 

Bank Loan 

Bills Payable . . . . 

To Cash 

For cash paid in discharge of the old com* 
pany’s liabilities, and costs of reconstruction 
scheme. 

(Note. — I n practice this entry would be 
omitted.) 


„ 31 Share Capital Account (old company) . . Dr. 
To Sundries : — 

Profit and Loss Account 

Realisation Account 

Being balance at the debit of the old company's 
Profit and Loss Account, and loss on the 
transfer of the business to the new company 
in accordance with the scheme dated this day. 



£ 

s. 

d. 

£ 

s. 

d. 

23 

171,000 

0 

0 




9 




78,500 

0 

0 

IX 




4,7,800 

0 

0 

13 




3,880 

0 

0 

15 




18 ,282 

0 

0 

17 




21,820 

0 

0 





718 

0 

0 

35 

160,000 

0 

0 




23 




160,000 

0 

0 

27 

140,000 

0 

0 




35 




140,000 

0 

0 

33 

9,000 

0 





3 




9,000 

0 

0 

19 

20,000 

0 

0 




35 




20,000 

0 

0 

3 

15,000 

0 

0 




5 

3,000 

0 

0 




7 

2,000 

0 

0 




19 




20,000 

0 

o 

I 

60,000 

0 

0 




21 




40,000 

0 

0 

23 




20,000 

0 

0 


On distribution of the shares to the shareholders of Uprichards, Ltd., 
the following Journal entry would dose the books of the old company ; — 


Dk. Cr. 




£ 

s. 

d. 

£ 

s. 

d. 

Share Capital Account Dr, 


140,000 

0 

0 




To Shares in Uprichards (19. .), Ltd 





140,000 

0 

0 
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LEDGER. 


1 Share Capital Account. I 

Dr. Cr. 


19... 
Dec. 31 

31 

M 31 

To Profit and Loss 
Account (debit 

balance trans* 

ferred) . . . . 

„ Realisation Ac* 
count (loss on 
realisation) . . 

„ Balance carried 
down 

J. 

25 

26 

V 

£ 

40.000 

20.000 

140,000 

s. 

0 

0 

0 

d. 

0 

0 

0 

19... 

Dec.31 

By Balance . . 

V 

£ 

200,000 

S. 

0 

d. 

0 



£ 

200,000 

0 

0 



£ 

200,000 

0 

0 







19... 

Dec.31 

By Balance broug;ht 
down 

V 

140,000 

0 

0 


3 Sundry Creditors. 3 

Dr. Cb. 


19. 


h 

£ 

s. 

d. 

19... 



£ 

s. 

d. 

Dec. 31 

To Cash . . . . 

26 

15,000 

0 

0 

Deo.31 

By Balance . . . . 

V 

0,000 

0 

0 





M 31 

,, Costs of Reali' 
sation 

1 

26 

9,000 

0 

0 






£15,000 

0 

0 




£15,000 

0 

0 


5 Bank Loan. S 

Dr, ■ Cr. 


19 -*. 


n 

Bi 

1 

El 





1 

d. 

Dec. 31 

To Cash 

26 



I 



V 

jllQS 

1 

0 




£3,000 

1 

1 





1 

0 


7 


Bills Payable. 


7 


Dr, Cr. 


19. .. 


h 

£ 

S. 

d. 

I 9 ". 



£ 

S. 

d. 

Dec. 31 

To Cash 

26 

2,000 

0 

0 

Dec.31 

By Balance . . . . 

V 

2,000 

0 

0 




£2,000 

0 

0 




£2,000 

0 

0 


9 Freehold Factory. 9 

Dr. Cr. 


I 9 -*. 

Dec. 31 

To Balance 

5 / 

£ 

^8,500 

s. 

0 

d. 

0 

19 - .. 

Dec.3X 

By Realisation Ac- 
count 

J. 

26 

£ 

78,500 

s. 

0 

d. 

0 




£78,500 

0 



0 




£78,500 

0 

0 
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LED GER — continued. 

Machinery and Plant. 


459 


11 


11 






Bee. 31 To Balance .. V 

„ 31 ,, Cash, Uprich- 

ards (19..); 

Ltd,, balance J. 

of purchaseprice 26 



Dcc.31 By Realisation Ac- 
count .... s6 
„ 31 „ Sundry Creditors a6 
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LEDGER — continued. 




21 Shares in New Company. 27 

Dr, Cr. 



The initial Balance Sheet of the new company, Uprichards (19..), 
Ltd., would appear as follows : — 


Uprichards (19. 0i Limited, 

BALANCE SHEET, JANUARY i, 19... 


.apital !— 

Nominal 500,000 Or- 
dinary Shares of £x 
each 

Issued: 280,000 Ordinary 

Shares of £i each (issued 
with los. paid), fully paid , . 



Sundry Assets taken over from 
the old company and written 
down to new valuations (set 

out details) 

Preliminary Expenses . . . . 

Cash at Bank 



A reconstruction embracing rather different characteristics, and 
treated, in some respects, on somewhat different lines, may now 
be given. 

Illustration 3. — Blanks, Ltd., was registered with a capital of 
£ioo,ooo, divided into 30,000 6 % Cumulative Preference Shares of £i 
each and 70,000 Ordinary Shares of £1 each. Both classes of shares were 
fully subscribed and paid up. The company had also issued izo s % 
Debentures of £ioo each. 

On December 31, 19.., the Balance Sheet of the company was as 
follows '. — ' 
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Blanks, Limited. 

BALANCE SHEET, DECEMBER 31, 19... 


£ 

5 . 

d. 

100,000 

0 

0 

12,000 

0 

0 

600 

0 

0 

12,000 

0 

0 

124,600 

0 

0 


Issued Capital 

30.000 6 % Preference 

Shares of each. . £30,000 

70.000 OrdinaryShares 

of £i each .. .. 70,000 1 

5 % Debentures 


Sundry Creditors 


Interest Accrued 


Good^rtll 

Leasehold Property 

Patents 

Machinery and Plant 

Stock . . 

Sundry Debtors 

Cash at Bank 

Profit and Ldss Account (Balance) 


£ 

20 , 000 | 

34,762, 

10,600] 

24,864 

14,753 

6,5671 

234 

12,800 


124,600 


Note, — Two years* Dividend on the Preference Shares is in arrear. 


The company's creditors were pressing, the debenture interest was 
twelve months in arrear, the dividend for the two years on the preference 
shares was in arrear, and working capita! was urgently needed. 

Meetings of the debenture holders, the two classes of shareholders 
and the creditors were held, and the following scheme was agreed to by 
all parties and sanctioned by the Court : — 

(а) A new company was to be registered as Blanks (19..'), Ltd., 

with a capital of 250,000 Ordinary Shares of 5s. each. 

The purchase price of the old company’s business was to be satisfied 
by the issue of a sufficient number of fully paid shares of the new company 
to meet the various agreements set out in the following paragraphs ; — 

(б) Two ordinary shares of 5s. each were to be issued as fully paid to 

the holder of each Preference Share of in the old company. 

(c) The arrears of preference dividend were to be satisfied by the issue 

of two fully paid shares of ss. each in the new company for 

every £i due. 

(d) The debenture holders were to accept fully paid shares of 5s. each 

in the new company in satisfaction of the accrued interest. 

(e) The creditors were to receive 15s, in the £ on their debts, to be 

satisfied by a cash payment of los. in the £ and the balance of 

5s. by the issue of fully paid shares in the new company. 

(/) One fully paid share of 53. in the new company was to be issued 

for every ordinary share of £1 in the old company. 

The balance of the capital of the new company was fully subscribed 
and paid up by several of the largest shareholders in the old company. 

The amount rendered available by the reconstruction scheme was to 
be utilised as follows : — 

The Patents, Goodwill, and the debit balance of the Profit and Loss 
Account were to be written off ; Machinery and Plant was to be reduced 
by £10,000 ; Stock by £9,000 ; and Leasehold Property by the balance 
available. 

You are required to prepare : — 

(1) A Statement showing the shares to be allotted as fully paid by the 

new company, 

(2) The Journal entries recording the fulfilment of the reconstruction 

scheme. 

(3) The Cash Book. 

(4) The following Ledger accounts : Realisation Account and New 

Share Capital Account. (No other Ledger accounts are required.) 

(s) The initial Balance Sheet of the reconstructed company. 
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It is assumed that debentures in the new company were issued in exchange 
for debentures in the old company, and that the Sundry Debtors and 
Balance of Cash were taken over by the new company, and that the 
creditors were paid off by the old company. 

OLD COMPANY'S BOOKS. 

JOURNAL. Dh. Cr. 


Realisatioa Account Dr. 

To Sundry Assets, vis. ; — 

Leasehold Property 

Machinery and Plant 

Sundry Debtors 

Stock a . . a . . . 

Cash , . . . . . 

Being sundry assets taken over bv Blanks (19 . . ), 
Ltd., under reconstruction scheme. 



Blanks (19. .), Ltd . . Dr. 

To Realisation Account 

Being agreed consideration under recoi^truction 
scheme. 


Sundry Creditors Dr. 

To Reconstruction Account 

Being amount written off Sundry Creditors under 
reconstruction scheme. 


Preference Share Capital Account . . . . Dr. 

Ordinary Share Capital Account Dr. 

To Reconstruction Account . . 

Being amounts surrendered under reconstruction 
scheme. 


Reconstruction Account Dr. 

To Preference Shareholders' Account 
Being arrears of Preference Dividend, at zos. in 
the under reconstruction scheme. 


Reconstruction Account Dr. 

To Realisatioa Account 

Being dlfiorence between consideration and net 
assets taken over under reconstruction scheme. 


Reconstruction Account Dr. 

To Goodwill • . * 

„ Patents .. 

„ Profit and Loss Account . . . . . , 

Being sundry debit balances written off under 
reconstruction scheme. 


Ordinary Shares in Blanks (19.,), Ltd. .. Dr 

To Blanks (zg. .), Ltd .. .. 

Being satisfaction of consideration. 


Sundries Dr. 

Preference Share Capital Account 
Preference Shareholders* Account . . . 

Ordinary Share Capital Account . * . . . 

Debenture Interest Account . . * . . . . 

Sundry Creditors 

To Ordinary Shares in Blanks (zg. .), Ltd. . 

Cash 

Being distribution of consideration in accord 
ance with the scheme. 


35,300 0 0 
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NEW COMPANY’S BOOKS. 
JOURNAL. 


Sundries Dr. : 

To Sundries : — 

Leasehold Property . . 

Machinery and Plant 

Stock 

Sundry Debtors 

Cash 

5 % Debentures 

Blanlcs, Ltd 

Being sundry assets and debentures taken over, 
and consideration therefor. 


Blanks, Ltd . . . . Dr. 

To Ordinary Share Capital Account 
Being 151,600 Ordinary Shares of 5s. each 
allotted as fully paid as per resolution of 

Directors, dated in part 

consideration. 


Cash . . Dr, 

To Ordinary Share Capital Account . . . . 

Being cash payment in full for 98,400 Ordinary 
Shares of ss. each, allotted as per resolution 
of Directors dated 


Blanks, Ltd . . Dr. 

To Cash . . . . . . . . 

Being balance of consideration. 


28,462 

0 

0 



14,8 64 

0 

0 



. 5,753 

0 

0 



6,587 

0 

0 



234 

0 

0 






12,000 

0 




43,900 

0 

37,000 

0 

0 






37,900 

0 

24,600 

0 

0 






24,600 

0 

6,000 

0 

0 






6,000 

0 
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NEW COMPANY'S BOOKS. 

CASH BOOK. 

Pk. Cr. 


To Blanks, Ltd 

,, Ordinary Shares 
Capital Account . . 


1 

334 

34,600 

s. 

0 

0 

d. 

0 

0 


By Blanks, Ltd 

„ Balance carried down 


i 

6,000 

18,834 

s. 

0 

0 

d. 

0 

0 


i 

24,834 

0 

0 



£ 

24.834 

0 

0 

To Balance brought 
down 


18,834 

0 

_ 

0 








Blanks (19..), Limited. 

BALANCE SHEET, DECEMBER 31, 19... 


Capital : — 

No[iunal and Issued i 250,000 
Ordinary Shares of 5s. each, 

fully paid 

5 % Debentures 


I 


£ 

9 . 

d, 


£ 

s. 

d. 




Leasehold Property 

38,462 

0 

0 




Machinery and Plant • . . » 

14,0 64 

0 

0 




Stock . . . « . . . . , . 

5,753 

0 

0 

62,500 

0 

0 

Sundry Debtors 

6,587 

0 

0 

12,000 

0 

0 

Cash 

18,834 

0 

0 

74 » 5 O 0 

0 

0 

£ 

74.500 

0 

0 


Note. — ^This Balance Sheet is not intended to be laid before a General Meeting, 


Amalgamation. — Combines for the purpose of amalgamating 
the assets, liabilities, and interests of two or more businesses engaged 
in the same trade are a growing feature of modern commerce. The 
procedure of amalgamation usually involves (a) the liquidation of all 
the combining companies, and the formation of a new company to 
purchase the combined undertakings, or (b) an increase of the capital 
of one member of the combine, and the issue of new shares to the other 
members, in satisfaction of the agreed purchase price of their businesses. 

Holding {Parent) Companies . — Sometimes these combines take the 
form of Holding or Parent Companies formed to acquire the whole, or 
a controlling majority of the shares in other companies, called Subsidiary 
Companies. Frequently also the parent company conducts a trading 
business on its own account. The object of such companies is to control 
the operations of the subsidiaries, and to effect economy and harmony 
in their working. It is a simple and economical method of effecting 
a working amalgamation of companies engaged in similar trades. _ 

At present such companies have no specific legal recognition, 
otherwise than as separate companies controlled by the regulations of 
the Companies Act. Common in the United States, they have within 
recent years attained some prominence in this country, and have 
provoked professional discussion which, to an extent, has been reflected 
in questions set to students at their examinations. Each subsidiary 
company is a separate legal entity with its own organisation, books 
of account, and board of Directors. But the parent company usually 
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reserves the right to nominate its representatives to sit on the sub- 
sidiary boards. 

S. 155 contains provisions for facilitating the acquisition of the 
shares of a minority where a holding company is acquiring shares in 
another company (see p. 478). 

By S. 137 a company is a subsidiary company if its shares, or more 
than fifty per cent, thereof, or more than fifty per cent, of the voting 
power or power to appoint the majority of the directors, is held directly 
or through a nominee by the parent company. It is not a subsidiary 
company for the purposes of the Act if the control is simply in the power 
to appoint directors and such power is merely derived from the pro- 
visions of a debenture trust deed or by virtue of shares issued to it 
for the purpose in pursuance of those provisions; nor if the “parent” 
company is a moneylending one holding shares merely as security. 

By S. 136 the holding company must annex to its Balance Sheet 
a statement signed by the persons required to sign the Balance Sheet 
showing how the profits and losses of subsidiary companies (in aggregate) 
have been dealt with in or for the purposes of the accounts of the holding 
company, and to what extent provision has been made for losses of 
the subsidiary companies. The statement must contain particulars 
of the manner in which the reports of auditors of subsidiary companies 
have been qualified, where such is the case. 

Holding Companies offer a wide and a somewhat complicated 
target for argument, but the one problem that concerns us here is the 
manner in which the Balance Sheet of the parent company should be 
presented. If the company’s operations are confined to the invest- 
ment of its funds in the shares of the subsidiaries, then practically 
the only asset appearing in the Balance Sheet will be “ Shares in 
Subsidiary Companies.” But if the company is also a trading company, 
there will be, in addition, the usual assets of a trading company. 

The accounting questions arising in this connection are : (a) What 
information, if any, is to be afforded to the holding company’s share- 
holders regarding the position of the subsidiaries ? And (l>) upon what 
basis is the valuation of the shares held in those companies to be made ? 

(a) In/ormation.~~The aggregate amount of shares in subsidiary 
companies, and the aggregate amount of indebtedness from sub- 
sidiary companies and the aggregate amount of indebtedness to sub- 
sidiary companies must be separately stated in the holding company’s 
Balance Sheet (S. 135). The student will realize thatin unscrupulous 
hands, the bald statement of the particulars required by S. 135 might 
conceal the fact that such shares and loans were of little or no value. 
The difficult question to decide is : What form the parent Balance 
Sheet should take, and what information it should contain ? Some 
of the subsidiary companies may be public companies filing an 
Annual Balance Sheet with the Registrar ; others may be, and fre- 

31 
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quently are, private companies furnishing no such information. 
In many cases, therefore, the holding company’s shareholders have 
no other information than that afforded by the accounts of the 
parent company, which, legally, may be confined to the bare item, 
“ Investments in Subsidiary Companies.” This meagre information 
could be enlarged by (u) Publishing with the parent Balance Sheet 
the Balance Sheets of the subsidiaries. In some cases this would be 
impracticable owing to the large number of the subsidiaries. More- 
over, in most cases, possession of the subsidiary Balance Sheets would 
not furnish the desired facts without much additional information. 
{b) Publishing an analysed summary of the subsidiary accounts 
which provides details of the tangible assets, reserves, goodwill, 
and liabilities of the subsidiaries, (c) Publishing a consolidated 
Balance Sheet of the holding and subsidiary companies, in which 
all the assets and liabilities are grouped under suitable headings. 
This last method is practically universal in America, and furnishes 
a synopsis of the financial position of the group of companies as a 
whole from the point of view of the holding company. This treat- 
ment is analogous to that employed in the combined Balance Sheet 
of a Head Office and its branches. Contras can be eliminated, and 
the relation of the parent company’s capital to the subsidiary com- 
panies’ assets and liabilities is disclosed (see pp. 468-469). 

{b) Basis of Valuation. — ^The fact most easy to ascertain is the 
first cost of the shares in the subsidiaries, and, in the majority of 
cases, this is the figure that appears in the holding company’s Balance 
Sheet. Other, and somewhat academic, bases of valuation have been 
suggested, but, in normal circumstances, that is the most suitable 
basis of valuation, subject, of course, to such provisions and reserves 
as the facts may dictate. It would appear that a holding company 
is under no legal necessity to write down its investments, even in 
the face of known permanent depreciation (Verner v. The General 
and Commercial Investment Trust, Lid., [1894]). The shares are not 
held by the holding company for sale, but as an income-producing 
investment. Notwithstanding, adjustment in the cost value of the 
shares held should be made if such is rendered desirable by the 
circumstances, e.g. in the event of a permanent fall in the value of 
the assets held by the subsidiaries, or where a series of trading 
losses have been suffered. 

EXAMINATION QUESTION 

Major Co., Ltd., hold two-thirds of the issued capital of Minor Co., Ltd, 

The Directors of Major Co., Ltd., ask you to draft a consolidated Balance 
Sheet of the whole undertaking, amalgamating the assets and liabilities of the 
subsidiary company, Minor Co., Ltd., with those of the Major Co., Ltd. 
(your detailed workings should be shown in an inner column). 

The following are the Balance Sheets of the two companies as on 30th June, 
19.. — 








Solution.) 
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Note.— Since this is not a “legal” Balance Sheet, bases of valuation, etc., need not be shown, although it is always preferable 
1 do so. The question does not furnish the necessary details, however. 
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Amalgamal-ion (conid .). — ^The holding companies referred to 
are practically investing companies. We will now return to amalga- 
mations proper. 


Illustration, — Inchiquins, Ltd,, and Uprichards, Ltd., agreed to 
amalgamate. A new company, Soleil d’Or, Ltd., was registered to take 
over the combined undertaking as on January i, 19... After negotiation, 
the assets and liabilities of the two companies were revalued, and agreed 
as set out in the following revised Balance Sheets . 


Inchiquins, Limited, 

BALANCE SHEET, DECEMBER 31, ig.. 



£ 

s. 

d. 


£ 

s. 

d. 

Issued Capital 




Fieehold Factory . . . . 

90,842 

0 

0 

150,000 Ordinary Shares of 




Machinery and Plant 

34,485 

0 

0 

each, fuUv paid 

150,000 

0 

0 

Motor Lorries 

4,271 

0 

0 

Sundry Creditors , . 

17,813 

0 

0 

Stock 

21/325 

0 

0 

Reserve Account 

10,000 

0 

0 

Sundry Debtors . . 

21,842 

0 

0 

Profit and Loss Account (undis- 




Cash at Bank 

14,030 

0 

0 

tributed balance) 

5,000 

0 

0 





£ 

182,8 15 

0 

0 

£ 

182,8x5 

0 

0 


Uprichards, Limited. 

BALANCE SHEET, DECEMBER 31, 19... 



c 

s. 

d. 


£ 

8 . 

d. 

Issued Capital : — 




Freehold Warehouse 

32.741 

0 

0 

30,000 Ordinary Shares of £i 




Machinery and Plant 

12,930 

0 

0 

each, fully paid 

50,000 

0 

0 

Patents 

2,000 

0 

0 

Sundry Creditors 

8,000 

0 

0 

Stock . . . . 

9,000 

xo,88q 

0 

0 

Profit and Loss Account (undis- 




Sundry Debtors 

0 

0 

tributed balance) 

10,000 

0 

0 

Cash at Bank 

440 

0 

0 


68,000 

0 

0 


jf68,ooo 

0 

0 


The capital of the new company on the basis of the above revised 
Balance Sheets will be as follows : — 


Inchiquins, Ltd. 
Uprichards, Ltd. 


Total Assets. 

£ 

182,81s 

68,000 


Liabilities. 

£ 

17,81s 

8,000 


Net Assets. 

£ 

16s, 000 
60,000 


Capital of the new company = £225,000 


The capital of the new company, issued as fully piaid, will be divided 
as shown above. This means that the shaieholders of Inchiquins, Ltd,, 
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will receive eleven new shares for every ten old shares held, and the 
shareholders of Uprichards, Ltd*, will receive six new shares for every 
five old shares held. In actual practice, fractions generally arise that 
cannot be accurately allotted. These shares are therefore sold by the 
Liquidator , _ and the proceeds divided proportionately amongst the share- 
holders entitled to the fractions incapable of allotment. An alternative 
method is to issue fyactioncd certijicates, For example, if a shareholder 
is entitled to one-quarter of a share, a fractional certificate is issued 
to him with 5s. credited as paid up. This can either be paid up in full 
by the recipient, or sold. 

Sometimes arrangements are made with one or more of the shareholders 
who agree to purchase all fractions. The individual shareholders are then 
given provisional “ fractional certificates ’’ (carrying no dividend or voting 
rights) which, if presented within a given time, with other fractions to 
complete a whole share, will be exchanged for a share certificate. This 
practice obviates the issue of “ partly paid ” share certificates. 

The initial Balance Sheet of the new company, Soleil d’Or, Ltd,, will 
appear as follows : — 


Soleil d’Or, Limited. 

BALANCE SHEET, JANUARY i, 19.,. 



£ 

s. 

d. 


£ 

B. 

d. 

Capital j— 




Freehold Factory and Warehouse 

129.583 

0 

0 

Issued: ^223,000 Ordinary Shares 




■T7TS7ffffnmXR3R!TBiHi^HBI 

37,415 

0 

0 

of ii each, fully paid . . . « 

225,000 

0 

0 

Patents . . 

2,000 

0 

0 

Sundry Creditors 

25,813 

0 

0 

Motor I.orrie8 

4,271 

0 

0 





Stock 

30,325 

0 

0 





Sundry Debtors 

32,731 

0 

0 





Cash at Bank 

14,490 

0 

0 

£ 

230,813 

0 

0 

£ 

250,815 

0 

0 


Note. — ^T hc fiwd assets are stated at cost price lo tlie new company, 


Absorption. — The absorption of one company by another is to 
all intents identical with the amalgamation of two companies, except 
that, in the latter case, a new company is usually formed to purchase 
the assets of the amalgamating companies. When an absorption 
takes place, the larger company— the absorbing company — actually 
has or creates sufficient unissued capital to issue shares in satisfaction 
of the agreed purchase price of the undertaking absorbed. The policy 
of absorption has been extensively practised in the banking world, 
the objects being to extend operations, to eliminate competition, and 
to secure economy in working expenses. Absorption involves either 
a profit or a loss to the company absorbed, according to whether the 
price paid by the purchasing company for the assets of the vendor 
company is greater or less than the values at which those assets stand 
in the books of the vendor. 


Illustration. — Chatenays, Ltd., agreed to absorb the business of 
Dicksons, Ltd., as on December 31, 19. .• Chatenays agreed to discharge 
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Dicksons’ liabilities, to pay the expenses of absorption (£2,000), and to 
take over the assets at their Balance Sheet values. The purchase price was 
to be satisfied by the issue of twelve £i shares in Chatenays, Ltd., for 
every share of £10 in Dicksons, Ltd. The Balance Sheets of the two 
companies were as follows : — 


Chatenays, Limited. 

BALANCE SHEET, DECEMBER 31, 19... 



£ 

s. 

d. 



s. 

d. 

Capital s — 




Freehold Warehouse 

y8,ooo' 

0 

0 

Nominal t 400,000 Or- 




Machinery and Plant 

57,862 

0 

0 

dlnary Shares of 




Goodwill 

30,000 

0 

0 

each 1^400,000 




Stock 

21,420 

0 

0 









Issued : aoo,ooo Ordinary 




Cash at Bank 

12,480 

0 

0 

Shares of £x each . . . . 

200,000 

0 

0 

Profit and Loss Account (Balance) 

5,000 

0 

0 

Reserve Account 

40.000 

0 

0 





Sundry Creditors 


0 

0 





£ 

244,000 

0 

0 

£ 

244,000 

0 

0 


Dicksons, Limited. 

BALANCE SHEET, DECEMBER 31, 19... 


Capital 

10,000 Ordinary Shares of £to 

£ 

8 . 

d. 

Freehold Factory 

Machinery and Plant 

£ 

45,500 

29,864 

s. 

0 

0 

d. 

0 

0 

each 

100,000 

0 

0 

Stock 

^ 9)434 

0 

0 

Sundry Creditors 

12,462 

0 

0 

Sundry Debtors 

18,462 

0 

0 

Bills Payable 

9,538 

0 

0 

Cash at Bank 

8,740 

0 

0 

£ 

122,000 

0 

0 

£ 

122,000 

0 

0 


The necessary entries in the books of Chatenays, Ltd., are as 
follows : — 


LEDGER. 


1 SuNDHY Assets. 1 

Dr. Cr. 


19... 

Deo. 32 

» 5 X 

To Balance of Sun- 
dry Asset Ac- 
counts of old 
company as per 
Balance Sheet 
(other than cash 
and goodwill but 
including Profit 
and Loss Ac- 
count) . . . . 

Sundry Assets, 
Dicksons, Ltd. 
(other than cash) 

V 

j. 

L 

201,520 

113,260 

s. 

0 

0 

d. 

0 

0 


- 


i 

s. 

d. 



£ 

314,780 

0 

0 
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LEDGER — continued. 

Share Capital Account. 
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Dicksons, Limited. 


19... J. 

Dec. 31 To FulVyPaid Shares » 
„ 31 n Sundry Liabili- 
ties . . < . . . 2 



Dcc.3i By Sundry Assets . . 
tt 31 M Goodwill Account 
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13 


Dr. 


L,EDGER~— continued. 
Absorption Expenses Account. 


Cr. 


13 


19 ... 
Dec. 31 



j. 


I 

B 

■1 


■ 

£ 

1 

To Cash 

2 


1 

1 

Hi 

■BUHIIIIIIIII 

■ 


1 


15 CASH BOOK. 15 

Dr. Cr. 


19... 



£ 

s. 


19. 


J. 

£ 

1 

s. 

d. 

Dec. 31 

lo Balance .. 

V 

12,480 

0 

0 

Dec. 31 

1 By Absorption Ex- 





>1 31 

j ,, Cash (Diclcsoiis, 





penses . . . . 

2 

2,000 

0 

0 

Ltd.) .. .. 


8,740 

0 

0 

» 31 

,, Balance carried 
down 

V 

ig,220 

0 

0 





£21,220 

0 

0 



1 

£ 21 | 2 S 0 | 

0 

0 

19 ... 
Dec, 31 

To Balance brought 












down . . . , 

V 

19,220 

0 

0 








Chatenaysj Limitedi 


2 

JOURNAL. 

Dr. 


Cr. 


19 - .. 



£ 

8. 

a. 

£ 

8. 

d. 

Dflc. 31 

Sundries : — Dr. 








Freehold Factor 

Machinery and Plant 

X 

45,500 

0 

0 





I 

29,864 

0 

0 





Sundry Debtors . . . . 

I 

18,462 

0 

0 





Stock . , . . . . 

I 

19,434 

0 

0 





Cash at Bank 

15 

8,740 

0 

0 





To Dicksons, Ltd, 

Eor the assets taken over as per agreement, 

II 



122,000 

0 

0 



dated December 18, 19. .. 








M 2 -^ 

Dicksons, Ltd. .. Dr. 

IX 

X 20,000 

0 

0 




To Share Capital Account . . , . 

Being 120,000 shares of £i each issued as fully 

3 




120,000 

0 

0 



paid to the shareholders of Dicksons, Ltd., 
as purchase price of the company’s under- 









t.ilcing as per agreement, dated Decem- 
ber , 19 . . . 








» 3 X 

Absorption Expenses Account . . . . , . Dr. 

13 

2,000 

0 

0 




To Cash 

Being costs of absorption to be written o 5 

15 




2,000 

0 

0 



over three yeais. 








>1 31 

Diclcsons, Ltd Dr, 

XI 

22,000 

0 

0 

12,462 



To Sundry Creditors .. .. .. .. 

9 




0 

0 


„ Bills Payable . . . . . . . , , . 

For discharge of these liabilities taken over as 

9 




9.538 

0 

0 


per agreement, dated December 18, 19. .. 








». 31 

Goodwill Account Dr. 

7 

20,000 

0 

0 




To Dicksons, Ltd .. .. .. .. 

Being amount represented by goodwill in* 

11 




20,000 

0 

0 



eluded in the purchase. 






. 

. 


IContinnaiion of Journal m p, 47^, 










BALANCE SHEET, DECEMBER 31, 19. 

(After Absorition.) 



Note. — If the Balaace Sheet is laid before a General Meeting, details of the bases o: valuation of fixed assets, etc., must be given. 
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shares in the _new._ But a shareholder may be unwilling to accept such 
shares, especially if, being only partly paid, they involve liability for 
calls. He is protected by S. 234 (where the scheme is under that 
section) of the Act of 1929. Provided that he has not voted in favour 
of the resolution giving the liquidator power to sell the assets for shares, 
he may by notice in writing, addressed to the liquidator and left at the 
registered office of the company, within seven days after the passing 
of the resolution, require the liquidator either to refrain from carrying 
the resolution into effect or to purchase his interest at a price to be 
fixed by agreement or arbitration. The Articles cannot deprive him 
of this right. If the liquidator elects to purchase the dissentient 
shareholder’s interest he must pay the price before the company is 
dissolved. 

If the resolution to sell for shares is not sanctioned by the Court, 
and an order for winding up the company is made within a year, the 
special resolution authorising the scheme will not be valid. Where 
there is any possibility of this occurring, the liquidator should apply 
for a supervision order. 

If the Memorandum contains the necessary power (as it usually 
does), a company may sell its undertaking for shares before it goes into 
liquidation ; but it cannot divide the proceeds until wound up . Distri- 
bution of capital can ba made only in a winding up, or by Order of 
the Court under S. 154. 

Where an application has been made to the Court under S. 153 
(see p. 453) for the sanctioning of a compromise or arrangement 
between a company and its members and/or creditors, and it is shown 
that the compromise or arrangement has been proposed for the purposes 
of or in connection with a scheme for the reconstruction of any com- 
pany or companies or the amalgamation of any two or more companies, 
and that under the scheme the whole or any part of the undertaking 
or the property of any company concerned in the scheme (i.e. a trans- 
feror company) is to be transferred to another company (i.e. a transferee 
company) the Court may make provision for all or any of the following 
matters : — 

(a) The transfer to the transferee company of the whole or any 
part of the undertaking and of the property or liabilities of any 
transferor company; 

( 5 ) The allotting or appropriation by the transferee company of 
any shares, debentures, policies, or other like interests in that com- 
pany which under the compromise or arrangement are to be allotted 
or appropriated by that company to or for any person; 

(c) The continuation by or against the transferee company of 
any legal proceedings pending by or against any transferor company ; 

{d) The dissolution, without winding up, of any transferor 
company; 
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(e) The provision to be made for dissentients; 

(/) Such other matters as are necessary to secure that the recon- 
struction or amalgamation shall be fully and effectively carried out 
(S. iS4[i]). 

The order of the court itself effects the transfer of any property or 
liabilities specified, without further formality (S. i54[2]). A copy 
of the order must be registered with the Registrar of Companies within 
seven days after the making of the order (S. iS4[3]). 

Where a scheme or contract involving the transfer of shares or any 
class of shares in a transferor company to a transferee company, has 
within four months after the making of the offer in that behalf by the 
transferee company been approved by the holders of not less than 
nine-tenths in value of the shares affected, the transferee company 
may, at any time within two months after the expiration of the said 
four nionths, give notice in the prescribed manner (statutory forms are 
prescribed) to any dissenting shareholder that it desires to acquire his 
shares, and where such a notice is given, the transferee company 
shall, unless on an application made by the dissenting shareholder 
within one month from the date on which the notice was given the 
Court thinks fit to order otherwise, be entitled and bound to acquire 
those shares on, the terms on which under the scheme or contract the 
shares of the approving shareholders are to be transferred to the 
transferee company (S. iS5[i]). 

Where a notice has been given by the transferee company under the 
above provision, and the Court has not ordered to the contrary, 
the transferee company shall, on the expiration of one month from the 
date on which the notice has been given, or, if an application to the 
Court by the dissenting shareholder is then pending, after that appli- 
cation has been disposed of, transmit a copy of the notice to the trans- 
feror company and pay or transfer to the transferor company the amount 
or other consideration representing the price payable % the transferee 
company for the shares which by virtue of this section that company 
is entitled to acquire, and the transferor company shall thereupon 
register the transferee company as the holder of these shares (S. iSS[3]). 
Any sums so received by the transferor company must be paid into a 
separate banking account, and the consideration be held in trust for 
the persons entitled thereto (S. i5S[3]). In this section the expression 
“ dissenting shareholder ” includes a shareholder who has not assented 
to the scheme or contract and any shareholder who has failed or refused 
to transfer his shares in accordance with the scheme or contract (S. 155 

[4])- 

Relief from Capital and Transfer Stamp Duty in case of 
Reconstruction or Amalgamation of Companies. — S. 55, Finance 
Act, 1927, as amended by S. 31, Finance Act, 1928, and S. 36, Finance 
Act, 1930, provides relief as follows 
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(i) If in connection with a scheme for the reconstruction of any 
company or companies, or the amalgamation of any companies it is 
shown to the satisfaction of the Commissioners of Inland Revenue that 
there exist the following conditions, that is to say — 

[a) that a company with limited liability is to be registered, or 
that since the commencement of this Act a company has been 
incorporated by letters patent or Act of Parliament, or the 
nominal share capital of a company has been increased ; 

{h) that the company (in this section referred to as “ the transferee 
company ”) is to be registered or has been incorporated or 
has increased its capital with a view to the acquisition either 
of the undertaking of, or of not less than ninety per cent, of 
the issued share capital of, any particular existing company ; 

(c) that the consideration for the acquisition (except such part 
thereof as consists in the transfer to or discharge by the 
transferee company of liabilities of the existing company) 
consists as to not less than ninety per cent, thereof— 

(i) where an undertaking is to be acquired, in the issue of 

shares in the transferee company to the existing com- 
pany or to holders of shares in the existing company ; 
or 

(ii) where shares are to be acquired, in the issue of shares 

in the transferee company to the holders of shares in 
the existing company in exchange for the shares held 
by them in the existing company ; 

then, subject to the provisions of this section — 

(A) The nominal share capital of the transferee company, or the 
amount by which the capital of the transferee company has been 
increased, as the case may be, shall, for the purpose of computing the 
stamp duty chargeable in respect of that capital, be treated as being 
reduced by either — 

(i) an amount equal to the amount of the share capital of the 

existing company in respect of which stamp duty has been 
paid, or relief has been allowed under the provisions of this 
section, or, in the case of the acquisition of a part of an under- 
taking, equal to such proportion of the said share capital as 
the value of that part of the undertaking bears to the whole 

value of the undertaking; or , . , 

(ii) the amount to be credited as paid up on the shares to be issued 

as such considei'ation as aforesaid, and on the shares, if any, 
to be issued to creditors of the existing company in con- 
sideration of the release of debts (whether secured or 
unsecured) due or accruing due to them from the existing 
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company or of the assignment of such debts to the transferee 
company, 

whichever amount is the less ; and 

(B) Stamp duty under the heading “ Conveyance or Transfer on 
Sale ” in the First Schedule to the Stamp Act, 1891, shall not be 
chargeable on any instrument made for the purposes of or in con- 
nection with the transfer of the undertaking or shares, or on any 
instrument made for the purposes of or in connection with the assign- 
ment to the transferee company of any debts, secured or unsecured, of 
the existing company. Nor shall any such duty be chargeable under 
section twelve of the Finance Act, 1895, on a copy of any Act of 
Parliament, or on any instrument vesting, or relating to the vesting 
of the undertaking or shares in the transferee company: 

Provided that — 

(a) no such instrument shall be deemed to be duly stamped unless 
either it is stamped with the duty to which it would but for 
this section be liable or it has in accordance with the pro- 
visions of section twelve of the Stamp Act, 1891, been 
stamped with a particular stamp denoting either that it is not 
chargeable with any duty or that it is duly stamped ; and 

{b) in the case of an instrument made for the purposes of or in 
connection with a transfer to a company within the meaning 
of the Companies {Consolidation) Act, 1908,* the provisions of 
paragraph (B) of this subsection shall not apply unless the 
instrument is either — 

(i) executed within a period of twelve months from the 

date of the registration of the transferee company 
or the date of the resolution for the increase of the 
nominal share capital of the transferee company, as 
the case may be; or 

(ii) made for the purpose of effecting a conveyance or 

transfer in pursuance of an agreement which has 
been filed, or particulars of which have been filed, 
with the registrar of companies within the said 
period of twelve months ; and 

(c) the foregoing provision with respect to the release and assign- 
ment of debts of the existing company shall not, except in 
the case of debts due to banks or to trade creditors, apply to 
debts which were incurred less than two years before the 
proper time for making a claim for exemption under this 
section. 

(2) For the purposes of a claim for exemption under paragraph 
(B) of subsection (i) of this section, a company which has, in con- 
* Now the Companies Act, 1929. 
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nection with a scheme of reconstruction or amalgamation, issued any 
unissued share capital shall be treated as if it had increased its nominal 
share capital. 

(3) company shall not be deemed to be a particular existing 
company within the meaning of this section unless it is provided by 
the memorandum of association of, or the letters patent or Act incor- 
porating, the transferee company that one of the objects for which 
the company is established is the acquisition of the undertaking of, or 
shares in, the existing company, or unless it appears from the resolu- 
tion, Act or other authority for the increase of the capital of the 
transferee company that the increase is authorised for the purpose of 
acquiring the undertaking of, or shares in, the existing company, 

(4) In a case where the undertakings of, or shares in, two or more 
companies are to be acquired, the amount of the reduction to be 
allowed under this section in respect of the stamp duty chargeable in 
respect of the nominal share capital or the increase of the capital of 
a company shall be computed separately in relation to each of those 
companies. 

(5) Where a claim is made for exemption under this section, the 
Commissioners of Inland Revenue may require the delivery to them 
of a statutory declaration in such form as tliey may direct, made in 
England by a solicitor of the Supreme Court or in Scotland by an 
emolled law agent, and of such further evidence, if any, as the Com- 
missioners may reasonably require. 

( 6 ) If- 

(a) where any claim for exemption from duty under this section 
has been allowed, it is subsequently found that any declara- 
tion or other evidence furnished in support of the claim was 
untrue in any material particular, or that the conditions 
specified in subsection (i) of this section are not fulfilled in 
the reconstmetion or amalgamation as actually carried 
out; or 

{b) where shares in the transferee company have been issued to the 
existing company in consideration of the acquisition, the 
existing company within a period of two years from the date, 
as the case may be, of the registration or incorporation, or of 
the authority for the increase of the capital, of the transferee 
company ceases, otherwise than in consequence of recon- 
struction, amalgamation or liquidation, to be the beneficial 
owner of the shares so issued to it ; or 

(c) where any such exemption has been allowed in connection with 
the acquisition by the transferee company of shares in 
another company, the transferee company within a period 
of two years from the date of its registration or incorporation 
or of the authority for the increase of its capital, as the case 

33 
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may be, ceases, otherwise than in consequence of recon- 
struction, amalgamation or liquidation, to be the beneficial 
owner of the shares so acquired ; 

the exemption shall be deemed not to have been allowed, and an 
amount equal to the duty remitted shall become payable forthwith, 
and shall be recoverable from the transferee company as a debt due to 
His Majesty, together with interest thereon at the rate of five per 
cent, per annum in the case of duty remitted under paragraph (A) 
of subsection (i) of this section from the date of the registration or 
incorporation of the transferee company or the increase of its capital, 
as the case may be, and in the case of duty remitted under paragraph (B) 
of the said subsection from the date on which it would have become 
chargeable if this Act had not passed. 

(7) If in the case of any scheme of reconstruction or amalgamation 
the Commissioners of Inland Revenue are satisfied that at the proper 
time for making a claim for exemption from duty under subsection (i) 
of this section there were in existence all t)ie necessary conditions for 
such exemption other than the condition that not less than ninety per 
cent._ of the issued share capital of the existing company would be 
acquired by the transferee company, the Commissioners may, if it is 
proved to their satisfaction that not less than ninety per cent, of the 
issued capital of the existing company has under the scheme been 
acquired within a period of six months from the earlier of the two 
following dates, that is to say — 

(a) the last day of the period of one month after the first allotment 
of shares made for the purpose of the acquisition ; or 

{b) the date on which an invitation was issued to the shareholders 
of the existing company to accept shares in the transferee 
company ; 

and on production of the instruments on which the duty paid has been 
impressed, direct repayment to be made of such an amount of duty as 
would have been remitted if the said condition had been originally 
fulfilled. 

(8) In this section, unless the context otherwise requires— 

References to the undertaking of an existing company include 
references to a part of the undertaking of an existing company. 

The expression “ shares ” includes stock. 

Provision as to Stamp Duty on Powers of Attorney. 

S. 56 (Finance Act, 1937), No instrument chargeable with stamp 
duty under the heading “ Letter or Power of Attorney, and Commission, 
Factory, Mandate, or other instrument in the nature thereof ” in the First 
Schedule to the Stamp Act, 1891, shall be charged with duty more 
than once by reason only that more persons than one are named in 
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the instrument as donors or donees (whether jointly, severally or other- 
wise), of the powers thereby conferred or that those powers relate to 
more than one matter. 

STAMP DUTIES. 

The following is an extract from the latest Inland Revenue Notice 
to Secretaries, etc.: 

The Board of Inland Revenue furnish the following information 
regarding the starnp duties with which secretaries, registrars and other 
officers of companies are most usually concerned. 

Secretaries of companies and others whose ofRce it is to register or 
enter any instrument chargeable with stamp duty are required to see 
that such instrument is properly stamped before registration or entry. 
In any case of doubt the Commissioners of Inland Revenue may be 
asked to adjudicate upon and assess the duty under the provisions 
contained in Section 13 of the Stamp Act, i 8 qi, and officers responsible 
for registering instruments should suggest that applicants have recourse 
to this step whenever it appears to be in any way desirable. 

Any person, being the proper officer to enrol, register, or enter in 
or upon any rolls, books, or records any instrument chargeable with 
any duty, who enrols, registers, or enters any such instrument not 
being duly stamped, is liable to a fine of £10. 

Persons executing instruments in which all the facts and circum- 
stances affecting their liability to duty, or the amount of such duty, 
are not fully stated, or who, being employed or concerned in the pre- 
paration of any instrument, neglect to set forth such facts and circum- 
stances, are liable to a fine of ^10. 

Conversion of Business into Limited Company. — The advan- 
tages accruing from the conversion of a private business into a limited 
company have already been considered (see p. 361). A company is 
a separate entity, therefore the conversion must be treated as a sale 
to an outside party, notwithstanding that no actual change may take 
place in the management. 

The first step in a conversion is to fix the nominal capital for regis- 
tration. A margin of unissued capital, beyond present needs, should 
be left for future expansion. The date of the sale, the amount of the 
goodwill (if any), the advisability of revaluing any of the assets, the 
payment of the liabilities, the purchase consideration, andthe method of 
its discharge must also be decided. Since ad valorem duty will be 
charged on the book debts, if taken over, it is more usual for the ven- 
dors to retain them and to discharge the liabilities. This can be done 
without disturbing the business, if the new company acts as agent 
for the vendor in collecting the debts and paying the liabilities. The 
latest Balance Sheet of the business almost invariably forms the basis 
for the conversion, subject to any adjustment of book values, of the 
creation of a Goodwill Account, if deemed desirable. 



484 HIGHER BOOK-KEEPING AND ACCOUNTS 

Messrs. L. and R. Uprichard decide to convert their 
business into a limited company on December 31, 19. Profits are shared 
as to three-fifths and two-fifths respectively. The necessary preliminaries 
for the formation were taken, and the Company was registered as 
** Uprichards, Ltd./* to take over the business as on January ist in the 
following year. The capital was fixed at loojooo shares of £i each. The 
book values of the assets were accepted by the Company, except that 
Freehold Property was to be revalued at £38)850 and Patents at £500. 
The Company was to collect the book debts and pay the liabilities of the 
old film. Any difference between these amounts was to be paid in cash 
by the vendors to the Company. The purchase price of the business was 
to be satisfied by the allotment of fully paid shares to the vendors. The 
price of the Goodwill was agreed at £15,000, payable in fully paid shares. 

The Book Debts were collected in full and the liabilities satisfied on 
January 31st. 

The Balance Sheet of L. and R. Uprichard, as on the date of sale, was 
as follows ; — 


L< & R« Uprichard. 

BALANCE SHEET, DECEMBER 31, 19... 


£ 

s. 

d. 


£ 

5. 

d. 




Freehold Property 

35/250 

0 

0 




Machinery and Plant 

10,640 

0 

0 




Patents 

1,500 

0 

0 

56,000 

0 

0 

Stock 

7,760 

0 

0 

10,685 

0 

0 

Sundry Debtors 

14,640 

0 

0 

4)520 

0 

0 

Cash at Bank 


0 

0 

£ 71,305 

0 

0 


£ 73,305 

0 

0 


Capital : — 
t. Uprichard 
R, Uprichard 

Sundry Creditors 
Bills Payable 


£36,000 

20,000 


Uprichards, Limited 

6 


JOURNAL. 


Dr. 


19... 
Dec. 31 




Sundry Assets Dr. 

To vendors . . . . . . . . 

Freehold Property 

Machinery and Plant 

Patents 

Stock 

Cash at Bank 

Being assets of the firm taken over at agreed 
prices as per Contract for Sale, dated Decern* 
her 15, 19. .. 

Goodwill Account Dr. 

To Vendors . . . . 

Beihg agreed purchase price of the Goodwill as per 
Contract for Sale. 

Vendors . . . . . . . . . . Dr. 

To Share Capital Account 

Being 74,165 shares of £i each issued as fully 
paid in discharge of the purchase price of the 
business. 



£ 

5, 

d. 

£ 

■ 

13 

38,8 50 



59,165 

0 

I 

0 

0 


3 

10,640 

0 

0 



5 

500 

0 

0 



? 

7,760 

0 

0 



C.B. 





21 

1,415 

0 

0 



II 

15,000 

0 

0 



13 




15,000 

0 

13 

74)165 

0 

0 



15 




74,165 

0 
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LEDGER. 

Freehold Property. 


485 


1 


1 


Dg. ^ Ce. 


19.. • 




i 

1 

■ 


■ 


1 

■ 

Dec. 31 

To Sundries . . 



§ 

1 

■ 

[miin 

1 


1 

1 


3 Machinery and Plant. 3 

Dk. Cn. 


19... 



M 

1 

i 

■ 

■■■mH 

■ 


I 

1 

Dec. 31 

To Sundries . . . . 



1 

I 

■ 


■ 


1 

1 


5 Patents Account. S 

Dr. Cr. 


19... 


m 


B 

B 

■I 


■ 

c 

s. 

d. 

Dec. 31 

To Sundries . . 

i 


1 

I 

■ 


■ 





7 Stock. 7 

Dr. Cr. 


19... 



Mi 

B 


■1 


■ 


■ 

Dec. 31 

To Sundries . . . . 



I 

1 

■ 

MI^MI 

■ 

HI 

i 


11 Goodwill Account. 11 

Dr. Cr. 


19... 

IHHilHnH 

■1 

B 

B 

■ 

_____ 

■ 


B 

m 

Dec, 31 

To Vendors . . . . 1 6 

1 


1 

§ 

■ 


1 


1 

1 


13 Vendors’ Account. 13 

Dr. Cr. 


19... 


j. 

£ 

s> 

d. 

19.-. 


j 

£ 

s. 

d. 

Dec. 31 

To Share Capital 





Dec.31 

By Sundry Assets. . 

(> 

59,165 

0 

0 


Account.. 

6 

74|I65 

0 

0 

31 

,, Goodwill . . . . 

6 

13,000 

0 

0 

Jan. 31 

,, Cash — 





Jan.31 

„ Cash re Debtors 

21 

14,640 

0 

0 


Creditors 

21 

10,685 

0 

0 

»» 31 

„ Cash, Balance due 

21 

565 

0 

0 


Bills . . . . 

21 

4,520 

0 

0 









i 

89,370 

0 

0 



£ 

89,370 

0 

0 


15 Share Capital Account. IS 

Dr. Crt. 




£ 

B 

B 

19... 


J. 


s. 




1 

1 

Dec.31 

By Vendoia . . . . 

6 

74,165 

0 
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21 CASH BOOK. 21 

Dr. Cr. 


IQ... 


j. 

£ 

R. 

d. 

19. .. 



i 

' 

s. 

d. 

Dec. 

To Balance , . 

6 

i»4t5 

0 

0 

Jan.31 

By Vendors, Cash paid 





Jan. 31 

„ Vendors, Book 






to Sundry Credit- 






debts of old finn 






ors of old firm 

13 

10,685 

G 

0 


collected , . . . 

13 

14,640 

0 

0 

II 31 

,, Vendors, BillsPay- 





M 31 

„ Vendors, Balance 






able met for old 






due per agree* 





11 31 

firm 

13 

4,520 

0 

0 


ment . . . . 

13 

565 

0 

0 


,, Balance cairied 












down 

V 

X.415 

D 

0 



h 

16,620 

0 

0 



i 

16,620 

0 

0 

rg... 



-..11 

aai 

ssa 





cat 

tsa 

Dec. 31 

To Balance brought 












down 


1*415 

0 

0 








The initial Balance Sheet of the new company would appear as 
follows : — 

Uprichards, Gmited. 

BALANCE SHEET, JANUARY i, xg.. 



£ 

s. 

d. 


C 

s. 

d. 

Capital : — 




Goodwill at cost 

15,000 

38,850 

0 

0 

Nominal 100,000 shaies 




Freehold Property at Cost .. .. 

0 

0 

of £i each . . . . £100 , oog 




Machinery and Plant at cost 

10,640 

0 

0 

Issued: 74,165 shares of £i each 

74,165 

0 

0 

Stock . . . . 

7,760 

0 

0 



Cash at Bank 

1,415 

0 

0 

i 

74,165 

0 

0 

£ 

74.165 

0 

0 


The books of the old firm would be closed by means of a Realisation 
Account as follows : — 


18 


JOURNAL. 

Dr. Cr. 




£ 

s. 

d. 

£ 

s. 

d. 

Realisation Account Dr. 

14 

56,565 

0 

0 




To Sundries : — 






Freehold Property 

2 




35,250 

10,640 

0 

0 

Machinery and Plant 

4 




0 

0 

Patents . . . . 

6 




1,500 

0 

0 

Stock . . . . 

8 




7,760 

0 

0 

Cash at Bank . . . . 

26 




1,415 

0 

0 

Being book value of the assets sold to the com- 







pany as per Contract for Sale dated Decem- 
ber 15, 19. .. 








Uprichards, Ltd, . . . . Dr. 

24 

74,165 

0 

0 




To Realisation Account .. .. 

Being the agreed purchase consideration for sale 

14 




74.165 

0 

0 

of the business as per contract dated Decem- 
ber 15, 19. .. 








Shaies in Uprichards, Ltd. . . Dr. 

16 

74,163 

0 

0 




To Uprichards, Ltd 

Being 74,165 shares of each issued as fully 

24 



74,165 

0 

0 


paid in discharge of the purchase price of the 
business. 









[For continuation of Journal see />. 487 
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LEDGER — continued. 

Stock. 



L. Uprichard, Capital Account. 




By Balance . . 

„ Sliare of Profit on . 

Sale of Business 
,, Upncliards, Ltd. 


£ 

s. 

36,000 

10,560 

339 

0 

0 

0 

45,899 

0 


■■■ 


R. Uprichard, Capital Account. 



Dec.31 

By Balance . . . . 

V 

20,000 

0 

0 

>. 31 

„ Share of Profit on 
Sale of Business 

li 

7,040 

0 

0 

jan.31 

,, Upncbarcls, Ltd, 

18 

226 

0 

0 



i 

27,266 

0 

0 


Realisation Account. 


IQ... 

Dec.31 

By Purchase Price- . 

19... 

Dec.3t 

By Balance brought 

-i 

down . . . • 


Dec. 31 

31 

To Sundry Assets . . 
„ Balance carried 

down, being pro- 
fit on sale of the 



business . . . . 

19... 
Pec. 31 

To L. Uprichard, 

tHIis 

„ 31 

,, R. Uprichard, 


£ 74,iD5 0 0 


£ ly.eoo 0 0 


Shares in Uprichards, Limited. 


Dec. 31 To 741I65 fully paid 

shares of £1 each 18 


74,165 o 


74,165 


Dec.31 By L. Uprichard . . 
,» 31 „ R. Uprichard .. 


18 46,899 o o 

18 27,266 0 0 
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18 


LEDGER — continued. 
Sundry Creditors. 


Dr. 


Cr. 


18 




,T. 


s. 

d. 

19... 





d. 



i8 

10,685 

0 

_ 

0 

Dec 31 

By Balance . . . . 

V 

10,685 

0 

0 


20 


Dr. 


19... 
Dec. 31 


22 

Dr. 


Sundry Debtors. 20 

_____ Cr. 




1 

s. 

d. 

19... 


j. 

£ 

s. 

d. 

To Balance . . . . 

V 

14,640 

0 

0 

Jan.3i 

By Uprichards, Ltd. 

18 

14,640 

0 

0 


Bills Payable. 22 

Ck. 




II 


1 






ss 

1 

■ 



m 


I 

1 


By Balance . . . . 


H 

1 

B 


24 Uprichahds, Limited. 24 

Dr. Cr. 


19... 

To Purchase Price 

T. 

£ 

s. 

d. 

Ip... 


j. 

£ 

s. 

d. 

Dec. 

18 

74 f^^S 

0 

0 

Dec.31 

By Fully Paid Shares 

18 

7 +,i 85 

0 

0 

Jan. 31 

„ Sundry Debtors 

18 

14,640 

0 

0 

jan.31 

„ Sundry Creditors 

18 

10,685 

0 

0 

*• 31 

,, Balance carried 




» 31 

„ Bills Payable . . 

28 

4 , 5=0 

0 

0 

down . . . . 

V 

565 

0 

0 








£ 

89,370 

0 

0 



£ 

89,370 

0 

0 

19... 
Jan. 31 

To Sundries . . . . 

18 

565 

0 

0 

19... 

Jan.31 

By Balance brought 

V 

565 









down . . . . 

0 

0 


26 Dr. cash book. Cr. 26 





1 

I 

■EfMBHHH 

m 


1 

To Balance . . 

V 


E 

i 

Dec.31 By Realisation Ac- 


R 


1 

1 


B 


1 


Where an arrangement is made, as in the above example, for the 
purchasing company to collect the debtors and pay the liabilities, it 
is undesirable for the company to enter these items in their books, 
except by way of memoranda, until cash has passed. Separate columns 
may be kept in the Cash Book, or a separate Cash Book be used, to 
record the receipts and payments on behalf of the vendors, the individual 
items being posted to the old personal accounts, handed over for the 
purpose. The totals can be posted periodically to the vendors’ account, 
thus showing the balance due to or from them. Bad Debts and Dis- 
counts, allowances, etc., are thus automatically adjusted through the 
vendors’ account, and the books of the company itself show the true 
position, i.e. that they are doing something for the .vendors, with 
whom they have a personal account. 
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Profits Prior to Incorporation. — When a limited company is 
registered in order to purchase an established business, it is necessary 
to fix a definite date when the undertaking is to be taken over. If 
that date is after the incorporation of the company, no difficulty arises. 
The agreed date of purchase, however, is usually that upon which the 
last accounts of the business were prepared. The prospectus of the 
new company will then state, e.g., “That the business of B. Blank & 
Sons will be taken over by the company as on January 1,19...” It 
will be clear that a period of time may elapse between that date and the 
date of incorporation of the company owing to the time required for 
carrying out the necessary formalities for the formation and registration 
of the new company. That being so, there must be two periods during 
which profits are being earned, viz. (a) prior to incorporation, and (b) 
subsequent to incorporation. The company does not exist until it 
has been legally incorporated, and obviously until it is incorporated it 
cannot earn profits . 1 1 follows, therefore, that the profits earned anterior 
to incorporation are of a capital nature, and not available for division, 
since the company, in law, takes over the assets on the date of incor- 
poration, in such a case, not on an earlier date. Any profits earned 
prior to that date result in an increase of assets, which are taken over 
as assets, i.e. they are taken as capital. 

In view of these facts, it becomes necessary to apportion the 
profits between these two periods, and that portion which accrued 
prior to incorporation should be used to reduce the purchase price 
of the business. Goodwill, if any, suggests itself as the most suitable 
item for reduction. Failing this. Land and Buildings, or similar fixed 
asset, should be credited with the amount available. If there are no 
assets that can be suitably reduced, the amount should be taken to a 
Capital Reserve Account. 

Undoubtedly, the best course to pursue would be to take stock and 
prepare accounts for the two periods. But, in the majority of cases, 
the preparation of two sets of accounts, and a double stock-taking, would 
prove too great and too expensive a task. An approximate apportion- 
ment of the profits as between the two periods is the usual compromise. 
Circumstances , and the nature of the business , must suggest the equitable 
basis for the apportionment. Where profits are evenly earned during 
the year, a time basis, though not very scientific, is reasonable. But 
a time basis would not be justified in cases where the trade is a “ season ” 
trade, or varies greatly month by month. In such cases, the special 
circumstances must be taken into account. 

A method frequently adopted is to apportion the gross profit 
on the turnover of the whole period between the two periods, and to 
credit each period with the proportion of the gross profit on the sales 
belonging to it. The gross profit thus arrived at is debited with the 
charges set out in the Profit and Loss Account, apportioned on a 
time basis, or as they were actually incurred during the two periods, 
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if such treatment is reasonable. In most cases, it is probably more 
scientific to confine apportionments on the '*tinie*^ basis to standing 
charges which do not vary with the turnover, treating all other items 
on their individual merits. 

Objections can be raised to both methods, but they are approximate 
enough for practical purposes. 


Illustration i. — Dicksons, Ltd., was incorpoiated on March 31, !<},., 
and acquired the business of Abel Chatenay as from the pievious January i. 
The accounts of the company at the close of the hrst yeai to December 31st 
disclosed the following results : — 

Gross Profit for the year 

Sundry Profit and Loss Charges and Expenses ! ! ! 

Managing Director’s Salary, Directors’ Fees, and other 

charges applicable to the company only 

Sales for the year 

Sales, January ist to March 31 si 

Sales, April ist to December 31st 

Net Profit for the year 

The percentage of gro.ss profit remained unchanged thioughout the year. 
For the period January ist to March 31SI the propothen of gross piofit 

80.000 „ 

= '*^40,000 --=£8,000. 

For the period April ist to December 31st the pioportion of gross profit 

320.000 - « 

sss or £40,000 = £32,000. 

400.000 

The apportionment of the profits as between tlie two periods will then 
be ariived at as follows : — 

THE LIMITED COMPANY’S PERIOD, March 31 to Dec. 31, 19.., 


To Proportion of Profit and Loss 

Expenses 

„ Expenses wholly applicable to 

the company 

„ Balance, being profit available 
for division . . . . . . . . 


The net profit of the complete year is £30,220, and the pioportion 
applicable to the Limited Company as shown above is £21,800. There 
therefore remains £8,420, representing the capital jirofit which accrued 
prior to the incorporation of the company. As explained above, this sum 
Is available in reduction of some suitable asset, or as a Capital Reserve 

Illustration z. — Blanks, Ltd., was incorporated on March 31, 19.., to 
acquire the old-established business of Uprichards St Son as on 
January ist of the same year. The sales for the complete year to 


i 

s. 

d. 


i 

s. 

d. 




By Share of Gioss Profit .. 

32,000 

0 

0 

6, coo 

0 

0 

^ — 




4,200 

0 

0 





21,800 

0 

0 





£32,000 

0 

0 


£32,000 

0 

0 


£ 

40.000 
8,000 

4,200 

400.000 

50. 000 

320.000 
30,220 
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December 31st were £So,ooo ; the sales to March 31st were £20,000 ; 
the sales from April ist to December 31st being £60,000. The net profit 
for the year was £20,000. 

The Capital Profit (January ist to March 31st) was therefore : — 


20.000 

80.000 


of £20,000 = £s,ooo. 


The profit available for distribution (March 31st to December 31st) 
was : — 

60,000 . . . 

5—— of £20,000 = £is,ooo. 

00,000 


In the case of a manufacturing company, it may be advisable to base 
the apportionment of the profit between the two periods according to the 
volume and value of the sales. It may also be necessary, in such a case, 
to charge each period, as far as possible, with the various debts and charges 
properly applicable to them. In this connection a statement should be 
prepared as under : — 

APPORTIONMENT OF PROFITS FOR THE YEAR ENDED 



Prior to 
Incor- 
poration. 

Subsequent 
t<3 Incor- 
poration. 


Prior to 
Incor- 
poration. 

Subsequent 
to Incor- 
poration. 


£ 

s. 

d. 

£ 

s. 

d. 


£ 

s. 

d. 

£ 

s. 

d. 

Salaries, Management 







Gross Profit (based 







Charges, General 







upon sales) 

33,620 

0 

0 

18,480 

0 

0 

Charges and Depre- 







y 







ciation 

2^,060 

0 

0 

7,041 

0 

0 

/ 







Bad Debts . . . . 

1,020 

0 

0 

200 

0 

0 

/ 







Interest on Dcben- 







y 







tures 




2 .«tOO 

0 

0 

y 







Directors’ Fees, and 







y 







Secretary’s Salary 




i :,525 

0 

0 

y 







Advertising . . . . 

i ,(>45 

0 

0 

2,480 

0 

0 

y 







Balance carried down. 

7,893 

0 

0 

4,934 

0 

0 

y 







£ 

33,680 

0 

0 

iSjifSo 

0 

0 

£ 

33,620 

0 

0 

18,480 

0 

0 








By Balance brought 









_ 





down . . , , 

7,895 

0 

0 

4,934 

0 

0 


The profit applicable to the first period, as shown in the above 
statement (£7,893), would be carried to Reserve ; the profit for the second 
period (£4,934) being available for distribution. 


Loss Prior to Incorporation.— The author has known a purchas- 
ing company to be so unfortunate as to experience a loss on trading 
for the period prior to incorporation. The effect of such a loss is to 
increase the purchase price of the business, and the amount of the loss 
must be added to a suitable asset account (e.g. Goodwill Account), 
or, preferably, be taken to a Suspense Account to be dealt with when 
profits become available for its reduction. 
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Valuation of Shares. — The Articles of private companies fre- 
quently provide that, in case of need, the shares are to be valued by 
the auditors of the company . Such a valuation may become necessary 
[a) upon the death of a shareholder, (h) should any member desire to 
dispose of his holding. In the latter case, the Articles of the majority 
of private companies restrict the offer of shares, in the first place, to 
existing members of the company. The usual bases for the valuation 
of shares are : (i) the profit basis, (2) the asset basis as disclosed by the 
Balance Sheet. 

(i) Profit Basis . — The average annual profits for from three to 
five years are ascertained and capitalised, and increased by any 
Reserve or other fund accumulated out of profits prior to inclusion 
in the ascertained average. 

Illustration. — Blanks, Ltd,, have an issued capital of £30,000, and a 
Reserve Fund of £4,000 representing undivided profits. The average 
profits for the past five years amount to £4,000. It is assumed that in a 
business of the type carried on by the company an investor in its ordinary 
shpes would_ look for a return of 10 % . The average annual profits on 
this basis capitalise at £40,000, plus the reserve of £4,000, or £44,000 in all. 
The value of the 20,000 shares may therefore be taken at £2 4s. per share, 

(a) Asset Basis . — This rests upon the value of the assets in which 
the capital is invested, as disclosed in the Balance Sheet. By this 
method the question to be answered is ; What funds would be 
available for the shareholders after all possible claims against the 
company have been settled ? 


Illustration . — The following is the Balance Sheet of Rayon d’Or, Ltd. ; — 
BALANCE SHEET. 


Capital ; — 

Issued : 20,000 shares of £x each, 

fully paid 

5 % Debeatures 

Reserve Account 

Sundry Creditors 

Profit and Loss Account (Balance] 

£ 

20,000 

10,000 

4,000 

9.000 

1.000 

s. 

0 

0 

Q 

0 

0 

d. 

0 

0 

0 

0 

0 

Goodwill 

Sundry Assets . . . 

Cash , . 

:: 

1 

4,000 

37,000 

3,000 

s. 

0 

0 

0 

£ 

44,000 

0 

0 


£ 

44,000 

0 


The Articles provide that Goodwill Account is to be revalued peiiodically 
on the basis of two years’ purchase of the average annual profits for the 
four years following the last valuation, and that any appreciation or 
depreciation in the asset is to be adjusted through the Reserve Account. 
On this basis of valuation just taken, the goodwill of Rayon d’Or, Ltd., 
is found to be worth £3,000. Assuming that the remaining^ assets are of 
the value stated in the Balance Sheet, and that no other liabilities exist, it 
would appear that the shareholders are entitled to ; — 
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Capital 20,000 

Reserve Account £4,000 

Less Depreciation in value of Goodwill . . , . 1,000 

3,000 

Profit and Loss Account i ,000 


Total Net Assets £24,000 


On this basis the shares may be taken to be worth £i ^.s. per shaie. 

The student must understand that the above illustrations deal with 
the question of valuation in its simplest form. In most actual cases, 
other considerations must be taken into account, e.g. (tz) the nature of 
the security afforded by the assets ; (6) the prospects of a steady return 
of income from the shares ; (c) whether the death or retirement of the 
shareholder will prejudice the earning capacity of the company ; 
(d) the adequacy of the reserves ; (e) the nature of the secret reserves 
(if any) ; (/) the inclusion of fictitious assets in the Balance Sheet ; 
(g) what rights attach to the preference shares, cumulative and non- 
cumulative ; [h) whether there are any arrears of dividend, or any 
unissued preference shares, or any special market considerations that 
may affect the company’s future prospects, and so forth. 

Valuing Unquoted Shafes— The accountant is not infrequently 
called upon to value unquoted shares in private and public companies 
for probate purposes. The bases of valuation outlined above are 
equally suitable for such purposes. No definite Inland Revenue rules 
are laid down for such valuations. The market price of the shares for 
probate purposes must be “ the price which, in the opinion of the 
Commissioners of Inland Revenue, the shares would fetch if sold in 
the open market on the terms that the purchaser should be entitled to 
be registered as the holder of the shares ” {Re Henry Jameson, deceased ; 
Aitorney-Gcneraly .Jameson and or/te?r,[i905]). Itmust benoted that, 
for Estate Duty purposes, an open market for the shares must be 
assumed to exist in the terms of Sec. 7 (5), Finance Act, 1894, as inter- 
preted by the rule laid down in the case quoted above, notwithstanding 
that a company may have Articles restricting the sale of its shares. 

Annual Report and Accounts. — Every company 7 nust keep proper 
books of account with respect to — 

{a) All sums of money received and expended by the company 
and the matters in respect of which the receipt and expenditure 
take place. 

{b) All sales and purchases of goods by the company. 

(c) The assets and liabilities of the company (S. iZ2[i]). 

If any person being a director of a company fails to take all reasonable 
steps to secure compliance by the company with the above require- 
ments, or has by his own wilful act been the cause of any default by 
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the company thereunderj he is, in respect of each offence, liable on 
summary conviction to imprisonment for a term not exceeding six 
months, or to a fine not exceeding £300. Imprisonment is only to 
to be imposed where the Court considers that the offence was 
committed wilfully (S. 133 [3]). 

Moreover, by S. 374, if where a company is wound up it is shown 
that proper books of account were not kept by the Company throughout 
the period of two years immediately preceding the commencement of 
the winding up, every director, manager or other officer who was 
knowingly a party to or connived at the default of the company shall, 
unless he shows that he acted honestly or that in the circumstances 
in which the business of the company W'as carried on the default was 
excusable, be liable on conviction on indictment to imprisonment for 
a term not exceeding one year, or on summary conviction to imprison- 
ment for a term not exceeding six months. For the purposes of this 
section, proper books of account shall be deemed not to have been kept 
in the case of any company if there have not been kept such books of 
accounts as are necessary to exhibit and explain the transactions and 
financial position of the trade or business of the company, including 
books containing entries from day to day in sufficient detail of all cash 
received and cash paid, and, where the trade or business has involved 
dealings in goods, statements of the annual stocktakings and (except 
in the case of goods sold by way of ordinary retail trade) of all goods 
sold and purchased, showing the goods and the buyers and sellers 
thereof in sufficient detail to enable those goods and those buyers and 
sellers to be identified. 

From an examination of the above statutory provisions, it will be 
obvious that every company must keep adequate books of account, 
and that only by means of a complete set of books on the double-entry 
system can such adequacy be assured. 

The books of account must be kept at the registered office of the 
company or at such other place as the directors think fit, and shall at 
all times be open to inspection by the directors (S. i33 [3]). 

Profit and Loss Account and Balance Sheet.— The directors 
must at some date not later than eighteen months after the incorpora- 
tion of the company and subsequently once at least in every calendar 
year lay before the company in general meeting a Profit and Loss 
Account or, in the case of a company not trading for profit, an Income 
and Expenditure Account for the period, in the case of the first account, 
since the incorporation of the company, and, in any other case, since 
the preceding account, made up to a date not earlier than the date of 
the meeting by more than nine months, or, in the case of a company 
carrying on business or having interests abroad, by more than twelve 
months. The Board of Trade may, if they think fit for any special 
reason, extend these periods (S. I33[i]). 

The directors must cause to be made out in every calendar year, 
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and to be laid before the company in general meeting, a Balance Sheet 
as at the date to which the Profit and Loss Account (or Income and 
Expenditure Account, if appropriate) is made up (S. i23[2]). 

It has already been stated that a copy of the Balance Sheet and rele- 
vant documents must form part of the Annual Return to be registered 
with the Registrar by public companies (S. no). 

Directors’ Report. — There must be attached to every Balance 
Sheet laid before the company in general meeting as mentioned above, 
a report by the directors with respect to (a) the state of the company’s 
affairs, (b) the amount, if any, which they recommend should be paid 
by way of dividend, and (c) the amount, if any, which they propose 
to carry to the reserve fund, general reserve or reserve account shown 
specifically on the Balance Sheet or to a reserve fund, general reserve 
or reserve account to be shown specifically on a subsequent Balance 
Sheet (S. 123 [2]) (see also p. 360). 

It must be observed that appropriations to reserves 7 iot shown or 
not to be shown separately on the Balance Sheet need not be mentioned, 
thus Secret Reserves can still be created. 

Most companies combine a copy of their annual accounts with the 
notice convening the Annual General Meeting and the Directors’ 
Report on the Accounts. Page i of the folder contains the Report; 
page 2, the Profit and Loss Account and Balance Sheet; and the notice 
convening the meeting appears as an indorsement. Nowadays, 
Directors’ Reports tend to extreme brevity, and are usually confined to 
(a) A short summary of the year’s trading, with or without comparison 
with previous years; (i) a statement showing the balance available 
for distribution, and its proposed allocation; (c) the names of the 
retiring Directors and Auditors, and the fact that they are eligible for 
and desire re-election. The usual character of these documents 
may be gathered from the subjoined specimen, which is an actual report 
except for the substitution of imaginary names. 


{Typical Directors' Report.) 

Blanks, Limited. 

REPORT OF THE DIRECTORS. 

The Directois have pleasure in submitting to the Shareholders the 
Balance Sheet as at December 31, 19.., and the Profit and Loss Account 
for the year ended on that day. 


The Profit and Loss Account shows a profit of 108,589 

To which is added the amount brought forward from 

last year 2 ii 479 


Making a total of 


,£130,066 
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The Directors propose to appropriate this sum as follows ; — 


Dividend on 7 % Preference Shares for the half-year to £ 

December 31st 3 iS°o 

Interim Dividend at the rate of 15 % per annum on the 

Ordinary Shares paid July i8th 18,000 

To pay a further dividend on the Ordinary Shares at the 
rate of 25 % per annum, making 20 % free of Income 

Tax for the year ended December 31st 30,000 

To place to Reserve (making the Fund £230,000) . . . . 20,000 

To write off the balance of new issue of Capital Expenses 

Account 3.785 

To Staff Superannuation Fund 1 0,000 

To Income Tax Reserve 20,000 

To carry forward to next account 24,781 


£130,066 


In accordance with the articles of association, Mr. A. N. Other retires, 
but, being eligible, offers himself for re-election as a Director. 

The auditors, Messrs. Abel Checker & Co., also retire, but offer them- 
selves for re-election. 

By Older of the Board, 

W. H. Buuy, 

Secretary. 


Contents of Balance Sheet. — The Balance Slieet must exhibit 
the following information : — 

(i) A summary of the authorised share c-ipital. 

(ii) A summary of the issued share capital 

(lii) A sununary of the liabilities, 

(iv) A summary of the assets. 

(v) Such particulars as are necessary to disclose the general 
nature of the liabilities and assets, and to distinguish between the 
amounts respectively of the fixed assets and of the floating assets ; 

(vi) A statement of how the values of the fixed assets have been 
arrived at. 

(vii) A statement under separate headings, so far as they are not 
written off, of : 

(a) The preliminary expenses of the company; 

{b) Any expenses incurred in connection with any issue of 
- shares or debentures ; 

(c) If it is shown as a separate item in or is otherwise ascer- 
tainable from the books of the company, or from any 
contract for the sale or purchase of any property to be 
acquired by the company, or from any documents in 
the possession of the company relating to the stamp duty 
payable in respect of any such contract or the conveyance 
of any such property, the amount of the goodwill and 
of any patents and trade-marks as so shown or ascertained. 
33 
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(viii) Where any liability is secured otherwise than by operation 
of law on any assets of the company, a statement that that liability 
is so secured, but it is not necessary to specify the assets on which the 
liability is secured (S. 124). 

(ix) The aggregate holding of shares in subsidiary companies; 
and the aggregate indebtedness from such companies and to such 
companies (S. 125) (see p. 465). 

(x) Capital Redemption Reserve Fund created on the redemption 
of Redeemable Preference Shares. 

(xi) Details of Redeemable Preference Shares and the date on 
or before which they are, or are to be liable to be redeemed (S. 46). 

(xii) So far as it has not been written off, the commission paid 
in respect of any shares or debentures and any discount on debentures 
(S. 44), and discount on shares issued at a discount (S. 47). 

(xiii) Share capital on which and rate at which interest during 
construction, etc., has been paid out of capital under S. 54. (This 
might appear in the Profit and Loss Account, but is better shown in 
the Balance Sheet.) 

(xiv) Redeemed Debentures available for reissue (S. 7S[3]). 

(xv) Amount of loans for the purchase of fully paid shares in 
accordance with a scheme for such purchase by Trustees for the 
benefit of employees, or to employees to purchase shares for their 
own beneficial ownership (S. 45). 

(xvi) Any Reserve, General Reserve or Reserve Fund which the 
Directors’ Report specifies (S. I23[2]). 

Either the Balance Sheet or the Profit and Loss Account must 
also disclose : — 

(xvii) The amount of any loans made during the period of the 
accounts to any Director or Officer, including loans repaid during the 
period, and the amount of any loans previously made and still out- 
standing, unless the loans were made by a moneylending company 
(e.g. a bank) in the ordinary course of business, or the loan is to an 
employee and does not exceed £2,000 and is certified by the directors 
to be in accordance with the company’s practice in respect to such 
loans (S. 128). 

(xviii) The total of the amount paid to directors as remuneration 
for their services by the company or any subsidiary company (ex- 
cluding the managing director and any sums paid in respect of other 
offices held by directors) (S. ia8). 

For outline of a Balance Sheet see pp. 80-81. 

Signing of Balance Sheet. — ^The Balance Sheet must be signed 
on behalf of the board by two of the directors, or the sole director 
and the auditor’s report must be attached and be read before the com- 
pany in general meeting and be open to inspection by any member 
(S. ia9[i]). 
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Circulation of Balance Sheet. — ^Except in the case of a piivate 
company, a copy of every Balance Sheet, including every document 
required by law to be annexed thereto (this provision includes the 
Directors’ Statement re Subsidiary Companies’ Profits and Losses and 
the Directors’ Report, but does not include the Profit and Loss Account), 
which is to be laid before the company in general meeting, and a copy 
of the auditor’s report must, not less than seven days before the date of 
the meeting, be sent to all persons entitled to receive notices of general 
meetings. Any member or debenture holder may demand a free copy 
of each of these documents. In the case of a private company any 
member is entitled to demand a copy on payment of a charge not 
exceeding sixpence per hundred words ; such copy must be furnished 
within seven days of his demand (S. 130). 

Profit and Loss Account. — The statement prepared to determine 
the net profit or revenue, or the net loss, as the case may be, for the 
period covered by the account, is, with the great majority of commercial 
Joint Stock Companies, termed the Profit and Loss Account. Assurance 
companies, companies working under the double-account system, and 
some Trust, Finance, and Land Companies employ the term “ Revenue 
Account.” 

The construction of these accounts has been fully discussed in 
Chapter III, and three model solutions to company examination 
questions demanding the preparation of Trading, and Profit and Loss 
Accounts, and Balance Sheet, will be found on pp. 506-17. The 
student must understand, however, that it is a rare experience to find 
in the published accounts of companies anything like the detail given 
in these worked examples. It is exceptional for a limited company to 
publish a Trading or Manufacturing Account. The usual company 
Profit and Loss Account as published is secretive in the extreme, and 
is usually confined, on the credit side, to the ” gross profit ” brought 
from the Trading Account and the receipts from Transfer Fees ; and 
on the debit side to Directors’ and Auditors’ and Debenture Trustees’ 
fees, legal expenses, debenture interest, interim dividends, and the like. 
The “ gross profit ” shown in these accounts is usually arrived at as 
explained on p. 501. If the true gross profit is brought down, then 
the whole of the General Expenses are debited here in one total. 

The balance thus arrived at is increased or diminished, as the case 
may be, by the balance brought forward from the previous year, and 
the account thus shows either (i) the final amount available for 
distribution, or (2) the total amount standing to the debit of Profit and 
Loss Account at the date of its preparation. A specimen of a pub- 
lished Profit and Loss Account is shown on p. 500. 

The growing tendency to curtail the information afforded to share- 
holders regarding the trading results of their undertaking is in strong 
contrast with the detail required by the statutory form of accounts 
demanded from Assurance Companies, and Parliamentary Companies 
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under the double-account system. Full disclosure of details in the 
accounts of commercial companies may sometimes be harmful, but too 
great reticence may become an abuse. The provisions of the Act of 
1929 ensure that secrecy shall not be carried too far. 


{Typical Profit and Loss Account, as published by Limited Companies.) 


Uprichards, Limited. 

PROFIT AND LOSS ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 



1 

s. 

d. 


£ 

s. 

d. 

To Directors* Fees 

3,950 

0 

0 

By Balance from Trading Account* 

86,546 

10 

2 

,, Debenture Trustees* Fees 

600 

0 

0 

„ Transfer Fees 

342 

13 

6 

, , Debenture Interest 

xB ,000 

0 

0 

„ Interest on Investments 

4,612 

10 

0 

,, Balance carried down 

66,951 

13 

8 





t 

91,501 

13 

8 

£ 

91,501 

13 

8 

To Reserve Account 

5,000 

0 

0 

By Balance brought down . . 

HI 

13 

8 

Interim Dividend, Ordinary 




„ Balance from last year . . . . 


4 

2 

Shares (paid July 3rd) . . . . 

20,800 

0 

0 





,, 6 % Preference Dividend to 








June aoth 

6,000 

0 

0 





» Income Tax Reserve . . . . 

22,000 

0 

0 





„ StnlS Pensions Fund . . . . 

5,000 

0 

0 





t, Balance carried down . , . . 

20,637 

17 

10 





i 

79,437 

i 

10 

£ 

79,437 

17 

TO 





By Balance brought down . . . . 

20,637 

17 

10 


' • This IS obviously not the true “ Gross Profit” (see pp. 499 aud 501). 


Some companies do not circulate a Profit and Loss Account, but 
■Content themselves with a rather more elaborate statement of the item 
in the Balance Sheet than is necessary when a Profit and Loss Account 
is published. Below is given an actual specimen of the statement of 
Profit and Loss balance in a Balance Sheet when no separate account 
was circulated. A Profit and Loss Account must, as already stated, 
be laid before the general meeting. 

Profit and Loss Account: — £ £ s. d. 

Balance, being profit for the year 142,675 

Balance from last year 3 ^A 9 ^ 


£ 175. 173 

L«sj Transfer to Reserve 25,00a 

Debenture Interest 12,500 

Preference Dividend 36,000 

Interim Dividend on Ordinary 

Shares .. iSjOo° 

88,500 

£86,673 ° o 


When Profit and Loss Accounts are published in the abbreviated 
form described above, it is clear that the balance of gross profit brought 
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from Trading Account and carried to Profit and Loss Account must 
have been arrived at after charging many items which are not Trading 
Account items, but which, in the ordinary course, would appear in the 
Profit and Loss Account, e.g. depreciations, provision for bad debts, 
and similar charges. It is the author’s experience that students are 
sometimes confused by the misleading use of the term “ Gross Profit ” 
in the published accounts of some companies. It must be dearly 
understood that the gross profit of a commercial undertaking can only 
be accurately determined in the manner described in Chapter III, 
and that solutions submitted in answer to examination questions should 
be prepared on the lines there laid down. 

Appropriation Account. — It is particularly necessary to prepare 
this section of the Profit and Loss Account in the case of limited com- 
panies, since, otherwise, the account will not show at a glance the 
net result of the year’s working. Some students, when an.swering 
company examination exercises, present the Profit and Loss Account 
in one continuous account, and include in it the balance brought 
from last year, and any dividends that may have been paid. Marks 
are lost by this treatment, which fails to show the profit for the current 
year, or to differentiate between chai'ges against profits and appropria- 
tions from profits. 

The method recommended is : Carry the net profit or loss for 
the current year to the appropriate section ; increase or diminish this 
sum by the balance brought forward from last year ; debit any prefer- 
ence dividends, and interim ordinary dividends paid; any transfers to 
Reserve ; any amounts written off goodwill ; Directors’ or Managing 
Directors’ Commission on net profits ; income tax chargeable on 
profits, and similar items ; all of which are appropriations out of profits 
and not charges against them.* The final balance of the section will 
show the amount of undistributed profit available for allocation as 
dividends, or further reserves, or to be carried forward. The Directors’ 
proposals with regard to the balance shown will form part of their 
Report attached to the accounts. 

The student may be here reminded that recommendations as to 
dividend need the sanction of the shareholders, and should appear 
in the Directors’ Report only. They must not appear as a charge 
against the available balance, a caution which some examination 
candidates (and even limited companies 1) would do rvell to observe. 

Illustration. — Uprichards, Ltd., was registered with a capital of £200,000 
7 % Preference Stock and 200,000 Ordinary Shares. After providing for 
debenture interest and the preference dividend for the half-year to 
June 30th, the profit shown by the Profit and Loss Account for the year 
ended December 31, 19.., amounted to £42,648. The balance brought 
forward from the previous year was £11,892, making an available balance 

* Commissions are, of course, chargeable against profits for the puiposes 
of Taxation. We are not here concerned with this aspect. 
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£S 4 > 54 ^* Cash at the Bank totalled £9»S62. For the service of the 
dividend, £20,000 was boi rowed from the Bank. 

The Directors decided to make the following recommendations to the 
shareholders : — 


To pay the half-year's dividend to December 31st on the 

7 % Preference Shares 7,000 

To transfer to the Reserve Account, making that account 

£50,000 .. .. 10,000 

To write off the balance of the Debenture Issue Expenses 

Account 3,97s 

To pay a dividend of 10 % free of tax on the Ordinary 

Shares 20,000 

To carry forward to next year 13,565 


£54,540 


Assume that the above recommendations have been carried into effect ; 
that Income Tax is 4s. in the £ ; and that the dividends were duly paid. 
The necessaty entries are as follows : — 


Uprichards, Limited, 

LEDGER. 

1 Profit and Loss Account. 1 


(Appropriation Section.) 

Dk. Cb. 


10... 




£ 


d. 

rg... 



1 

S. 

d. 

Dec. 31 

To 

Dividend on 

L.F. 




Dec.31 

By Balance brought 


4:1,648 





7% Preference 






down 

V 

0 

0 



Shares . . . . 

7 

7,000 

0 

0 


,, Balance from 



31 


Dividend onOr* 





last year £451892 







rJinary Shares 

9 

20,000 

0 

0 


Lass Dfvl- 





» 31 


Reserve Ac- 
count . . . . 

5 

10,000 




deads paid34, OOP 

'j 

11,893 











» 31 

>i 

Debenture Issue 
Expenses Ac- 
count . . 

3 

3 . 97 S 

0 

0 









,1 31 

it 

Balance carried 
down . . . . 

V 

13,565 

0 

0 










£ 

0 

S 

0 

0 



£ 

54,540 

□ 

0 








19... 













Dec.31 

By Balance brought 












down , , . . 


13,565 

0 

0 


Debenture Issue Expenses Account. 


Dr. 


Ce. 


tg... 
Deo. 31 




i 

s. 

d. 

19... 



£ 

s. 

d. 

lo Balance , . 

V 

3 i 975 

0 

0 

Dec.31 

By Profit and Loss 








Account . . 

I 

3.975 

0 

□ 
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LEDGER — continued 


S Reserve Account. 5 

Dr Cr. 



9 Ordinary Shares, Dividend Account. 9 

Dr. Cr. 
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LEDGER — continued. 

15 Bank Loan. 15 

(Secured by the Deposit of Deeds.) 

Dn. Cr. 



■ 


B 

B 

iq... 


C.B. 

{. 

s. 

d. 


■ 


1 

1 

Dec.31 

By Cash . . . . 

13 

20,000 

0 

0 


The above Ledger accounts have been opened by direct transfers from 
the Profit and Loss Account, ns would be the case in practice_ in the 
majority of cases. From a technical and theoretical point of view, it would 
be more correct to open the Ledger accounts by means of a Journal entry, 

Compafative Profit and Loss Accounts. — The intelligent cona- 
pany book-keeper will take pride in furnishing his Directors with the 
maximum of useful information. Particularly informative is a tabulated 
set of accounts showing the figures for two or more years, the increases 
or decreases in the various items, and the percentages of gross and net 
profit, and of the principal items of expenditure, to the turnover of the 
business. Too much elaboration will defeat itself, but there can be no 
question that, prepared as suggested, comparative accounts often 
prove invaluable. Such accounts are, of course, for the Directors’ own 
use, and not for publication. The precise form in which the Accounts 
are to be published will be determined by the Directors. 

Necessity for Exactitude. — In some particulars, there is even 
more need for exactitude in the accounts of limited companies than 
in those of a sole trader. For example, in providing for waste and 
depreciation, the private trader can adjust the values of his assets at 
any time by crediting the asset account and debiting his Capital 
Account with the amount of the desired provision. A limited company 
cannot do this. There is the further consideration that the ownership 
of the shares of a limited company is constantly changing. Hence 
the rights of the shareholders must be equitably adjusted within the 
confines of each financial period. 

The Balance Sheet.— The construction of Balance Sheets has 
already been fully discussed in Chapter V, and little is left to 
mention here. As already stated, Balance Sheets are prepared in two 
recognised forms — the double-account system, and the single-account 
system. The former system, applicable chiefly to Parliamentary Com- 
panies, is dealt with in Chapter XIII. The ordinary double-entry 
system of book-keeping results in the single-account Balance Sheet 
common to most Joint Stock Companies. This is illustrated 
on p. 509. 

With the exception of certain Statutory Companies, no company is 
bound to any particular form of Balance Sheet, so long as the details 
required by the Act are properly stated. Perusal of a collection 
of published Balance Sheets will reveal great diversity of form, which 
will support the conviction, wliich by this time the student will doubtless 
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have formed, that there can be no standardisation of company Balance 
Sheets. The majority of companies marshal their assets in the order 
of their permanence and unrealisability, and range against them, as 
far as possible, the capital and relevant liabilities. The alteinative 
method of marshalling the assets in the order of their realisability and 
the liabilities in the order in which they must be met is suitable for, and 
is usually adopted by, banks, discount houses, and similar concerns. 
Provided that the student is consistent throughout the Balance Sheet, 
he may adopt either the ascending or the descending scale of realisa- 
bility, and will be equally correct. 

So far as the ordinary manufacturing and trading assets and 
liabilities are concerned, there is little or no difference between the 
construction of the Balance Sheet of a company and that of a private 
firm engaged in a similar business. What difference there is results 
from the duty imposed upon a company to protect its capital from 
diminution, except by the statutory methods aheady explained. 
Profits earned, or losses incurred, cannot be added to, or deducted from, 
the Capital Account as in the case of a private firm. They must be 
separately stated as the balance of the Profit and Loss Account. This 
statement is a platitude, and attention is again called to the fact, only 
because some candidates, when dealing with company accounts, carry 
the profit or the loss for the year to the Share Capital Account as though 
the accounts were those of a private trader. The capital of a company 
as subscribed by its shareholders remains a permanent figure, until it 
is increased or reduced by the methods laid down in law. 

The following undertakings must present their accounts in the 
form prescribed by Statute : — 

Undertaking. Source of Prescribed Form. 

{a) Railway Companies . . . . Railway Companies {Accounts and Returns) 

Act, 1911, First Schedule. (Modified 
by an order of the Minister of Transport 
dated 27th December, 192S ) 

(h) Life Assurance Companies . Assurance Companies Act, igoi). 

(c) Gas Companies Gas Works Clauses Act, 1S71, Schedule B. 

(d) Gas Companies (Urban As prescribed by their Provisional Orders. 

Authorities) 

(e) Electric Light Companies . , As prescribed by the Board of Trade. 

(/) Building Societies As prescribed by the Registrar of Friendly 

Friendly Societies Societies. 

(g) Hospitals All hospitals desirous of participating in 

the distribution of King Edward VII’s 
and other hospital funds roust adopt the 
form of accounts prescribed by the 
Committee. 

Limited companies must present their accounts at least once 
annually. Banks issue half-yearly statements (S. 131). Railways 
now present annual accounts, in place of the half-yearly accounts 
required under the old regulations. 
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LIMITED COMPANY EXAMINATION QUESTION. 

Intermediate Stage. 

(Royal Society of Arts.) 

Berkshire Contractors, Ltd., was registered in 19.. with a nominal 
capital of £100,000, divided into 100,000 shares of £i each, of which 75,000 
shares had been issued and fully called. 

The Trial Balance of the Company, as on December 31, 19.., was as 
follows : — 

TRIAL BALANCE. 


Share Capital Account 

Freehold Works 

Machinery and Plant 

Loose Tools . . . . 

Contracts Executed 

Purchases (Stores and Materials) 

Workmen’s Wages 

Office Salaries 

Directors’ Fees 

Repairs to Machinery and Plant 

Rates and Insurance (Works, £3,268 ; Office, 


Office Expenses 

Reserve Account 

Profit and Loss Account Balance (January i, 

i 9 '-) 

Sundry Debtors 

Sundry Creditors 

Returns 

Carriage Inwards 

Carriage Outwards 

Discount Account (Balance) 

Cash in hand . . 

Bank Overdraft 

General Expenses (Works, £2,976 ; Office, 

£zoi) 

Interest and Bank Charges 

Bad Debts Reserve (January I, 19. .) .. .. 

Stock (Stores and Materials, January i, 19..) 

Office Furniture 

Preliminary Expenses Account (Balance) 


Dr. 

Cr. 

£ 

£ 

25,300 

42,86a 

1,880 

75,000 

76,842 

24.787 

36,974 


2,796 


750 


976 


2,409 

1,527 

3,000 


891 

17,800 

10,647 

296 

1,242 

1,576 


941 


397 


1.284 

6,684 

3,177 


434 

850 

7.S96 


680 


526 



£175.156 £175.156 

You are required to prepare Working and Profit and Loss Accounts for 
the year ended December 31, 19. ., and a Balance Sheet as on that date. 

Before preparing these accounts the following matters must be taken into 
consideration: — (a) On December 3rst the following valuations were made : 
Stock (stores and materials), £3,741 ; Value of work done on uncompleted 
contracts on hand, £3,000, (h) Depreciation is to be provided as follows : 

Machinery and Plant, 10 % ; Office Furniture, s % ; Loose Tools, 20 %, 
(c) The Reserve for Bad Debts is to be further increased by a sum equal 
to i % on the Sundry Debtors, (d) Reserve £250 for fees due to Directors, 
(e) "insurance paid in advance amounted to : Works, £226 ; Office, £15. 
(fj The balance of the Preliminary Expenses Account is to be written off. 






Dec. 31 To Balance brought down 4,530 



BALANCE SHEET, DECEMBER 31, 19. 



Note. — ^T he exact basis of valuation of the fi.xed assets must be stated in the Balance Sheet laid before the company in 
General Meeting. 
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Sio 


limited company examination question. 

Advanced Staoe. 


(Royal Society of Arts.) 

On January i, 19. John Laing, a cigarette manufacturer, converted his 
business into a private limited company under the style of J. Laing & Co., 
Ltd. The Nominal Capital of the company consisted of 65,000 shares 
of £i each ; 50,000 of these shares were issued as fully paid to J. Laing and 
his nominees as the purchase price of the business. During the year £5,000 
was advanced by J. Laing as a loan to the company at 6 %, and was secured 
by the issue of £8,aoo 5 % Debentures as collateral. 

In addition to the above, the following balances appeared in the company’s 
books as on December 31st : — 

War Loan (5 %), £506 ; Machinery and Plant, £7,870 ; Machinery and 
Plant (Additions during the year), £3,680 ; Purchases, £124,621 ; Purchases 
Returns, £2,841 ; Clearing and Dock Charges, £584 ; Duty on Tobacco, 
£212,622; Freight and Carriage Inwards, £740 ; Stock (January ist), £48,961 ; 
Furniture and Fittings, £1,875 ; Manufacturing Wages, £14,864 ; Machinery 
Repairs, £638 ; Cash in hand, £68 ; Tobacco Licence, £ii ; Sales, £410,129 ; 
Sales Returns, £4,842; Electric Power, £358; Rent, Rates, and Water 
(Factory £75°, Office £120), £870 ; Office Expenses, £224 ; Advertising, 
£30,000; Motor Lorries, £ 1,795 ; Carriage Outwards, £2,048 ; Management 
Expenses, Interest, etc., £1,967 ; Travellers’ Salaries and Commission, £5,026 ; 
Interest on War Loan, £14 ; Machinery Sold during the Year, £200 ; Directors’ 
and Auditors’ Fees, £1,200 ; Office Salaries, £2,142 ; Discount Account 
(Debit Balance), £8,764; Removal Expenses, £1,264; Bad Debt Reserve 
(January ist), £1,268; Motor Maintenance Expenses, £584; Sundry 
Creditors, £17,898; Sundry Debtors, £17,840; Bank Overdraft, £5,682; 
Bills Payable, £3,865 ; Preliminary Expenses Account, £933. 

You are required to prepare Manufacturing and Profit and Loss Accounts 
for the year ended December 31st, and a Balance Sheet as on that date. 

When preparing these accounts, the following particulars must be taken 
into consideration : — 


(a) Provide for depreciation as follows : Machinery and Plant, 20 % ; 
Additions to Machinery and Plant, 10 % ; Furniture and Fittings, 


20 %. 

(b) Carry forward to next year, 20 % of Advertising, two-thirds of Pre- 

liminary Expenses, and half the Removal Expenses. 

(c) Reserve £2,000 for Bad and Doubtful Debts and lO % on the gross 

amount of the Sundry Debtors for Discounts. 

(d) Wages £424, and Office Salaries £78, had accrued due as on Decem- 

ber 31st. Management Expenses paid in advance amounted to £187, 

(e) On December 31st, Stock was valued at £62,974, and Motor Lorries 

at £1,120. 



Solution of Advanced Stage Examination Question. 
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Messrs. John Lain" & Co., limited. 



Notes. — (i) The War Loan has evidently been held for less than one year. 

(3) The difference between the book value and the written-down value of the machine sold should be adjusted 
in the Plant Account. Depreciation has been written off for the year n/ter eliminating this machine. 
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Note— The exact basis ot valuation of the fixed assets mast be stated in the Balance Sheet laid before Uie company in general meetin; 
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LIMITED COMPANY EXAMINATION QUESTION. 

Advanced Stage, 

{Royal Society of Arts.) 

Upnchards, Ltd., a manufacturing company, was registered in 19. . 
with a Nominal Capital of £too,ooo, divided into 50,000 Ordinary Shares of 
ft each and 50,000 7 % Cumulative Preference Shares of £1 each. 

The company was formed to purchase an old-established business, and 
assets valued at £30,000 were taken over from the Vendor, to whom 20,000 
Ordinary Shares of £i each were issued as fully paid, together with a cash 
payment of £20,000. 

As on June 30, 19. ., 20,000 Ordinary Shares and 20,000 Preference Shares 
had been issued to the public, and fully subscribed. 15s. per share had been 
called and paid up on the Ordinary Shares, with the exception of the last 
call of as. 6d. per shaie on 1,000 shares. The Preference Shares had been 
fully called and paid up. 

On January 1st of the same year 100 b % Debentures of £100 each were 
issued at 96, and were fully subscribed and paid up. The cost of this issue, 
which was £120, had not been written off. 

In addition to the balances represented by the above, the following balances 
were extracted from the books of the company as on June 30, 19. . ; — 

Machinery and Plant, £13,300 ; Staff Superannuation Fund, £5,500; 
Office Salaries, £3,876 ; Directors’ Fees, £2,000 ; 5 % War Loan (investment 
of Superannuation Fund), £5,500 ; Fixtures, Fittings, and Furniture (Office), 
£500 ; Carriage, Purchases, £378 ; Cairiage, Sales, £416 ; Factory Power, 
£568 ; Lighting and Heating (Factory £126, Office £70), £196 ; Freehold 
Factory, £7,892; Freehold Factory, Additions during the year, £1,262; 
Manufacturing Wages, £29,684; Manufacturing Expenses, £1,929; Stock 
(at beginning of the year), £42,842 ; Rates and Insurance (Factory £1,826, 
Office £110), £1,936; Purchases, £109,861; Sales, £is6,.;.53 ; Returns 
Imvards, £942; Returns Outwards, £1,042; Discount Account (Credit 
Balance), £428 ; Bank Loan, £3,000 ; Cash in hand, £r26 ; Bank Overdraft, 
£1,824; Sundry Creditors, £40,706; Sundry Debtors, £28,960; Office 
Expenses, £1,294; Repairs to Factory Buildings, £1,372; Transfer Fees, 
£12 ; Apprentices’ Fees, £500 ; Bad Debts, £462 ; Profit and Loss Account 
(Debit Balance from last year), £8,463 ; Reserve for Bad Debts (at beginning 
of the year), £800 ; Company’s Contribution to Superannuation Fund, £600 ; 
Interest and Bank Charges, £196 ; Audit Fee, £250 ; Bills Payable, £4,784 ; 
Motor Loiries, £3,800 ; Loose Tools, £1,800. 

You are required to prepare Manufacturing and Profit and Loss Accounts 
for the year ended June 30, 19. and a Balance Sheet as on that date. 

When preparing these accounts the following matters must be taken into 
consideration : — 

(а) Depreciation is to be provided as follows : Motor Lorries, 15 % ; 

Plant and Machinery, 10 % ; Office Fixtures, Furniture, etc., 5 %. 

(б) The unexpired insurance was : Factory £87, and Office £9. 

(c) The Reserve for Bad Debts is to be made up to a sum equivalent to 

S % on the Sundry Debtors. 

(d) An amount of £48 paid to an injured worlunan, and included in 

Manufacturing Wages, was recoverable under an Employers’ Liability 

Insurance policy. 

(e) The following valuations were made as on June 30, ig.. : Stock 

£36,891 ; Loose Tools, £1,562. 

(/) The Debenture Interest due, as on June 30, 19.., has not been 

provided for. 
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Uprichardsj limited. 




BALANCE SHEET 
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Note.— The exact basis of valuation of the fixed assets most Iw staled in the Balance Sheet laid before the Company in General Meeting. 
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EXAMINATION QUESTIONS. 


1 . The directors of a limited company forfeited i,ooo Ordinary Shares 
of £i each owing to non-payment of the final call of los. per share. The 
shares were subsequently reissued to another shareholder for a cash payment 
of 22S. fid. per share. 

(1) Are these proceedings intra vires ? 

(2) What steps should you take to enable you to arrive at a decision ? 

(3) How should the. transactions be dealt with in the Balance Sheet 

which you are asked to certify ? {Chartered Accountants.) 

2 . You are instructed by the directors of a limited company to examine 
and initial as correct all new share certificates before they are submitted to 
them for signature and sealing. 

State in detail how you would proceed, and what books and documents 
you would examine. {Chartered Accountants.) 

3 . Compare and contrast the Balance Sheets necessary in {a) Private 
Partnership ; (6) Private X^irmted Company ; (c) Public Limited Company. 
{Royal Society /Iris.) 

4 . When auditing the accounts of Hugh Dickson, Ltd., you find the 
following Journal entry : — 


£ £ 

Sundry Shareholders Dr. 100 

To Interest Account 100 

For interest at fi % on calls in arrear. 

Do you approve of this entry ? If so, under what conditions ? {Chartered 
Accountants.) 

5 . A limited company, registered on March 31st, takes over the assets 
and liabilities of a trading concern as on January ist. The profits for the 
six months to June 30th were £5,000. How would you deal with this sum 
on closing the books on June 30th ? Is the profit available for distribution ? 

( Charter^ Accountants.) 

' 6. A limited company was incorporated on April 15, 19. ., to take over 
the business of a vendor firm as from December 3 ist previous. The Agreement 
for Sale was entered into by the vendors with a trustee for the intended 
company on March 31st, and was expressly referred to, and its adoption by 
the company provided for, in the Articles of Association, It contained pro- 
visions that all the profits of the business as from December 31, 19. ., should 
belong to the company, and that the vendors should continue trading in the 
usual way for the benefit of the company until completion, and be indem- 
nified and account accordingly. The agreement was adopted on April 30th, 
and completion took place on May 31, 19. . . The accounts for the year show 
a net profit for the whole year of £12,000, and the Directors proposed to 
divide the whole as dividend. What considerations govern the determination 
of the amount distributable ? {Chartered Accountants.) 

7 . A limited company is formed to buy a property from B for £50,000 ; 
£25,000 in cash and £25,000 m shares. The Capital is £75,000 in 75,000 
shares of £i each. 55,000 shares are issued, 5s. payable on application, 
5s. on allotment, 5s. on first call, and 5s. on final call. 

The purchase money, £25,000, is paid, and the consideration shares are 
allotted to B. 

The preliminary expenses, £2,200, are paid by the company. Share- 
holders holding 820 shares fail to pay the final call, and the shares are for- 
feited under the Articles of Association. 

State the Cash Book, Journal, and Ledger entries necessary to record the 
facts . {Incorporated Accountants.) 

8. Chatenays, Ltd., have accumulated a Reserve Account of £50,000. 
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The Nominal Capital of the Company consists of 300,000 shares of £ i each, 
of which 200,000 shares have been issued and fully paid up. The Directors 
propose to distribute the Reserve Account by the issue of one fully paid share 
for every four shares held. What is your opinion of this proposal ? Give 
the entries necessary in order to record the new issue of shares in the Company’s 
books and Balance Sheet. (Royal Society Arts.) 

9 . The Exotic Mining Company, Ltd., with an Authorised Capital of 
£30,000, undertook on June i, 19. ., to buy the “ Exotic ” and “ Eldorado ” 
gold mining claims from the General Agency Company, Ltd., for £10,000, 
payable as to £1,000 in cash, as to £4,000 in fully paid Ordinary Shares, 
taken at par, and as to £5,000 in 6 % First Mortgage Debentures. 

On June 7, 19.., the Company offered for subscription 40,000 £i 
Ordinary Shares at a premium of as. per share, payable 53. per share (including 
as. premium) on application, 53. per share on allotment, and the balance of 
123 . per share on July 15, 19. .. 

Applications were received for 35,950 shares, all of which were allotted 
on June 10, ig... All allotment moneys wetc duly paid on June 14, 19... 

The purchase agreement was catried out on June 10, 19. ., the requisite 
allotments of shares and debentures and the payment of cash then being made. 

All shareholders, except one holding too shares, duly paid the calls due 
on July 15th. 

The shares belonging to the defaulting member were declared to be 
forfeited by the Board on July 31st, and were reissued by the Board on 
August 7th to the chairman (the Hon. Hugo Porter, M.P.), on his paying 
in cash the I2S. per share left unpaid by the original allottee. 

Pass these transactions through the Company’s books of account, and 
prepare a Balance Sheet at their conclusion. (London Chamber Commerce) 

10 . The following are Balance Sheets of two Companies, A and B, on 
June 30, 19. . 

Company A. 

Share Capital, fully paid 149,500 

Forfeited Shares Account 

Debentures 

Plant and Machinery 

Freehold Property 

Bank Account 

Goodwill 

Sundry Creditois 

Sundry Debtors 

Stock 

Profit and Loss Account 


£ 

£ 

149,500 


125 


40,000 

37,300 

43.000 
2,000 

40.000 

3,875 

25,000 

68,000 

20,000 



Share Capital . . . . 

Debentures 

Calls in arrear . . 

Plant and Machinery 
Freehold Property . . 
Deblois and Creditors 

Stock 

Profit and Loss Account 
Goodwill 


Company B. 


£213.300 

£215,-30° 

£ 

40,000 

£ 

3,000 

500 


2,000 

35,000 

22.500 

I S ,000 

16.500 


6,000 


£68,000 £68,000 
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Company A decides to take over Company B, and agrees to discharge 
the liabilities and debentures and take over all the assets, the consideration 
being £1,200 cash and £30,000 shares in Company A, issued as fully paid up. 
The calls in arrear are worthless, and the shares were forfeited by the Directors 
of Company A prior to amalgamation. Company B is to pay its own costs 
of liquidation. 

Draw up a Balance Sheet of the new Company as the result of the incor- 
poration. (Incorporated Accountants.) 

IL The Rex Company, Ltd., agreed to purchase from Alfred Pratt the 
assets and goodwill of his business, which were as follows : Freeholds, £3,000 ; 
Plant, £8,000 ; Goodwill, £7,000 ; Stock, £2,000 = Total Assets of £20,000. 
Payment was made on November i, 19. ., as to £15,000 in s % Debentures, 
and the balance in Ordinary shares of £i each, valued at a premium of ss. 
each. Show the necessary entries in the books of the Company to record the 
transactions. (Central Association Accountants .) 

12 . A limited company is formed to purchase an existing business with 
a nominal capital of £200,000, one-half in Ordinary and one-half in 5 % 
Preference Shares of £i each. 60,000 of the Ordinary Shares are issued at 
a premium of 5s. per share, the Preference Shares being all issued at par ; 
SS. per share being payable on application and los. on allotment in each case. 
£20,000 6 % Debentures are underwritten at 98 %. On account of the pur- 
chase money of £54,000 a sum of £8,000 is paid in discharge of the liabilities 
of the vendor, and the following assets taken over : Stock-in-trade, £12,000 ; 
Book Debts, £20,000 ; Machinery and Plant, £6,000. 

Journalise the entries necessary for recording the purchase in the books 
of the company. (Incorporated Accountants.) 

13 . On January i, 19. ., a company, with a Nominal Capital of £20,000, 
divided into 10,000 Ordinary Shares of £i each, and 1,000 6 % Preference 
Shares of £10 each, was formed to acquire the business of Albert Durand. It 
was agreed to allot as fully paid to the vendor, as purchase consideration 
of the assets acquired, 5,000 Ordinary Shares and 500 Preference Shares. 
On January 5, 19.., the balance of the Ordinary Shares was issued to 
the public at a premium of 5s. per share, and 75 % of this issue was duly 
applied for, the terms of subscription being los. per share (including the 
premium) on application, 7s. 6d. per share on allotment, and the balance on 
March 31,19... 

The company carried out its agreement with Albert Durand, and went 
to allotment on January 12th. All cash due on application and allotment 
was paid with the exception of that due on allotment of 500 shares to Victor 
Verdier. These shares were forfeited by resolution of the Directors on 
March 15, 19. .., and were reissued on March 22, 19. ., to Plugh Dickson on 
payment of the amount due on the shares. 

You are required to show how these transactions would appear in the 
books of the company, assuming that the call due on March 31, 19.., has 
been made, but that no cash has been received in respect of it. (London 
Chamber Commerce.) 

14 . Simcox and Westby’s Balance Sheet at December 31, 1910, showed 
the following figures ; Land and Worlts, £120,000 ; Stocks and Work in 
progress, £70,000 ; Patents, Licences, etc,, £10,000 ; Book Debts, £60,000 ; 
Cash at Bankers and in hand, £40,000; Bills Receivable, £10,000 ; Trade 
and Cash Creditors, £100,000. 

They sold the business to a company (which was formed with a Shaie Capital 
of £200,000, divided into roo,ooo Ordinary and 100,000 Preference Shares of 
£l each, and a Mortgage Debenture Capital of £100,000) for £300,000, to 
be satisfied by the issue to them of tlie whole of the Ordinary Shares, 50,000 
of the Preference Shares, £50,000 Debentures, and the balance in cash. 
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The balance of the Preference Shares (at par) and of the Debentiues (at 
105) were issued to and taken up and paid for by the public as follows : — 

Prefprfiice Debrn- 
Sharcs. tures. 

On application .. .. .. .. .. 2s. 25 % 

On allotment . . . . . , , , . . 8 s. 40 % 

On March 31, 1911^ _ los. 40% 

Underwriting and preliminary expenses amounted to £16,000. 

Make the necessaiy entries in the company’s books, and prepare the 
opening Balance Sheet, {Chartered Accountants.) 

15 . Make the necessary Journal entries to record the following transactions 
of a limited company : — 

(1) January i, ig... — The company purchased from vendors Plant and 
Machinery valued at £SiOoo, Stock-in-trade valued at £2,500, and Patent 
Rights valued at £3,000. 

(2) January 10, tg... — ^I’he company allotted to vendors, in part pay- 
ment of purchase of these assets, 800 fully paid Ordinaiy Shares of £10 each, 
and issued 25 Mortgage Debentures of £100 each in sati.sfactinn of the balance 
of purchase money. 

(3) January 15, ig. .. — The company allotted to applicants 1,000 Ordinary 
Shares of £ro each, having received on same date £'a per share, the amount 
payable on application and allotment. 

(4) February 15, 19, , . — First call of £2 per shaie made on 1,000 Ordinary 
Shares. 

(5) February 20, 19... — Payment of first call received in full. 

(6) March i, ig... — The company received £2,500 in respect of Book 
Debts due to vendors, agreed to be collected on their behalf. Vendors agreed 
to accept 30 Mortgage Debentures of £100 each in payment thereof, and 
these Debentures were issued to them on this date. 

(7) April I, 19. .. — Certain shareholders being desirous of paying up the 
balance due on their shares pending further calls, the company agreed to allow 
them 5 % per annum interest on the calls paid in advance. £3,000 was received 
on this date from shareholders under this arrangement. 

(8) April 15,19.. . — The company applied the sum of £2,300 in redeeming 
20 Debentures of £100 each at a premium of 10 % with £100 interest thereon 
to date of redemption. 

In addition to the entries in the Books of Account, state briefly what other 
entries must be made in the records of the company in respect of the above 
transactions. {Chartered Accoutitatiis.) 

16 . The Esk Vale Lumber Company, Ltd., agreed to purchase the business 
of O. Henry, timber merchant, as on januaiy i, 19... 0 . Ilemy’s Balance 
Sheet on that date was as follows : — 


Liabilities. 
Sundry Creditors 

Bills Payable 

Loan on Mortgage of Land 
and Buildings contra 

Bank Overdraft 

0 . Plenry’s Capital 

£ 

2,500 

6,000 

10,000 

15,000 

32,500 

Assets. 

Land and Building.s (sub- 
ject to Mortgage contra) . , 
Fixed Plant and Machinety 
Ijoose Plant and Tools 

Htock-in-trade 

Bundry Debtors 

Cash in hand 

£ 

30.000 

10.000 
3,000 

12,000 

10,50a 

500 




£66,000 


£66,000 


The purchase price was fixed at £ 5 S,ooo i and, in addition, the Esk Vale 
Company, Ltd., took over the mortgage, and agreed to discharge the liabilities 
to Sundry Creditors and upon Bills Payable. The purchase price was to be 
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discharged by the payment of £20,000 in cash and the allotment of £20,000 
Ordinary Shares, fully paid, and £15,000 6% Cumulative Preference Shates, 
fully paid. 

The purchase was completed by the payment of the cash and the allotment 
of the shares on February 2, 19. .. 

Make the necessary Journal entries (in the books of the Esk Vale Lumber 
Company, Ltd.) for recording the above transactions. {Chartered Accountants.) 

17 . The Wire Rope Company, Ltd., was formed to acquire the business 
of Galt & Co., whose Balance Sheet at the date of purchase was agreed as 
follows ; — 


Liabilities. 

£ 

Assets. 

£ 

Creditors 

2,500 

Cash in hand 

17s 

Capital 

. . 13,000 

Cash at Bank 

82s 



Debtors 

3,100 



Stock-in-trade 

5.°°° 



Fixtures, etc 

500 



Alachinery 

. . 3 . 9 °° 



Leasehold Premises . . 

. . 2,000 


£15.500 


£15.500 


The agreement entered into provided that the purchase price should be 
£18,000, payable as to £12,000 in cash, and as to £6,000 by the allotment 
of 6,000 fully paid shares of £i each in the Company. The Nominal Capital 
of the Company was £30,000, of which 20,000 shares of £i each were allotted 
on July I, 19.., payable as to los. on application and los. on allotment. 
The whole of the cash due in respect of the shares was duly received. The 
cash consideration was paid by the Company July 20th, and the vendor’s 
shares were allotted on that date. The preliminary expenses amounted 
to £400. 

Open the books of the Company, recording the above transactions, and 
prepare a Balance Sheet as at July 20th, {Incorporated Accountants^ 

18 . The Atalanta Insurance Company (having on June 30, 19.., a 
called-up Capital of £250,000 in £to shares, £i paid, quoted on the market 
at £22 los., and a Reserve Fund of £1,500,000) purchases, on November 30, 
19.., the business of the X.Y.Z. Insurance Company (having on June 30, 

19. ., a called-up Capital of £200,000 in £20 shares, £2 paid, quoted on the 
market at £8 los., and a Reserve Fund of £600,000) for £45 for each five 
shares, giving one-half of the consideration in its shares taken of the value 
of £22 los. each, and one-half in 4% Debenture Stock taken at par. 
In addition, ys. a share in cash is to be given by way of dividend to 
December 31, 19. .. 

Show how the accounts of the Atalanta Company will stand after the 
purchase has been completed. {Chartered Accountants.) 

19 . The A Company, Ltd., in 19.. sold one department of its business 
to the B Company, Ltd. The value of this branch, according to the books 
of the Company, was £20,000. The purchase price was fixed at £30,000, 
to be discharged by the issue to the A Company, Ltd., of 30,000 Ordinary 
Shares of £i each, fully paid, in the B Company, Ltd. 

The A Company, Ltd., had borrowed from S. Antony £20,000 at 6 %, 
and the B Company, Ltd., being very prosperous, Antony, in 19. ., agreed 
to accept 10,000 B Company shares at £2 per share in discharge of the loan. 
These shares w'ere accordingly transferred to Antony on June 30, 19. .. 

Draft the Journal entries necessary to record the above transactions in 
the books of the A Company, Ltd. How would you deal with the apparent 
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profit on the sale to the B Company. Ltd,, and on the transfer of the B shines 
to Antony ? {Chartered Accountants.) 

20 . A limited company is formed to buy a property from B for £^0,000 ; 
£25,000 in cash and £35,000 in shares. The Capital is £75,000 in 75,000 
shares of £t each. 55,000 shares are issued, 5s. payable on application, 
5S. on allotment, 53. on first call, and ss. on final call. 

The purchase money, £35,000, is paid, and the consideration shares are 
allotted to B. 

The preliminary expenses, £3,200, are paid by the company. Share- 
holders holding 820 shares fail to pay the final call, and the shares are fot' 
felted under the Articles of Association. 

State the Cash Book, Journal and Ledger entries necessary to record the 
facts. {Incorporated Accountants.) 

21 . The Simplex Engineering Company, Ltd,, purchased ceitain patents 

from C. Baiitock, under an agreement dated June 30, 19.., at a cost of 
£40,000. £1,000 of this sum was to be paid to the vendors in cash, and the 

balance in fully paid £10 Oidinary Shares. 

Including the shares allotted as fully paid to the vendrns.the Company 
issued Capital to the extent of £75,000, consisting of £50,000 in Ordinary 
Shares of £10 each (£i on application, £4 on allotment, and £5 at the end 
of thiee months), and £35,000 in 5 % Pieferenco shares of £5 each (£i on 
application, £2 on allotment, and £2 at the end of thiee months). 

Under the agreement with Bantock, the patents passed to the Company 
on July g, ig. which date was also the date of allotment. 

All the shares ipued to the public were fully subscribed and duly paid 
for with the exception of £200 calls in arrear on the Preference Shares. All 
cash was paid direct to the Company’s Bankers. 

Make the necessary entries in the books of the company to give elTect 
to the above transactions, and show how they would appear in the Company’s 
first Balance Sheet. {London Chamber Commerce.) 

22 . On December 31, ig.., the Spen Main Colliery Company, Ltd., had 
Ordinary Share Capital, authorised and fully subscribed, of £200,000, in 
shares of £10 each, and a General Reseive of £150,000. During ig.. the 
Capital was increased by £ 100,000, in new shares of £i each ; and tlie original 
shares were converted into shares of £i each. Resolutions were duly passed, 
whereby £100,000 of the Reserve was distiibuted to the ordinary shareholders 
as bonus, and was applied in satisfaction of new shares issued to the share- 
holders at par. Set out the Journal entries and the accounts in full recording 
the foregoing tiansactions, and the information, in respect thereof, which 
should appear on the Balance Sheet of the Company as on December 31, 
ig... {Chartered Accountants.) 

23 . The following particulars lia'’e been extracted from the Balance 
Sheet of Soleil d’Or, Ltd., as on December 31, ig. . : — 


Capital. 

Nominal : 1 0,000 5 % Preference Shares of £5 £ £ 

each 50,000 

100,000 Ordinary .Shaies of £1 each 100,000 


£150,000 


Issued : 5,000 5 % Preference Shares of £5 each 25.000 


50,000 Ordinary Shares of £i each 50,000 

75,000 

Reserve Fund 30,000 

Profit and Loss Account (Balance) 13,000 
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During the year 19. . resolutions were duly passed as follows . — 

(1) A resolution converting the Preference Shares into Preference Shares 

of £i each. 

(2) A resolution declaring a bonus of 20 % on the Ordinary Shares, to 

be provided as to £6,000 out of the Reserve Fund, and a.s to the 
remainder out of the balance of Profit and Loss Account. The 
bonus to be satisfied by the issue of one fully paid Ordinary Share 
for every five Ordinary Shares held. 

Give the Journal entries which are necessary to carry out the above 
resolutions, and show how they would affect the Balance Sheet of the 
Company as on December 31, ig... A.ssume that the profit for the year 
19. . amounted to £4,000. {London Chamber Commerce.) 

24 . The Camborne Company, Ltd., with an authorised capital of £50,000, 
undertook on June i, ig.., to buy the “ Bude ” and “ Garth ” tin mining 
claims from the Dutchy Company, Ltd., for £ to, 000, payable as to £1,000 
in cash, as to £4,000 in fully paid Ordinaiy Shares, taken at par, and as to 
£5,000 in 6 % First Mortgage Debentures. 

On June 7, 19. ., the Company offered for subscription 40,000 £i Ordinary 
Shares at a premium of 2s. per share, payable 5s. per share (including 2S. 
premium) on application, 5s. per share on allotment, and the balance of I 2 S. 
per share on July 15, ig. .. 

Applications were received for 35,95° shares, all of which were allotted 
on June 10, 19. .. All allotment moneys were duly paid on June 14, 19. .._ 

The purchase agreement was carried out on June 10, 19. ., the lequisite 
allotments of shares and debentures and the payment of cash then being made, 

All shareholders, except one holding 100 shares, duly paid the calls due 
on July isth. 

The shaies belonging to the defaulting member were declared to be 
forfeited by the Board on July 31st, and were reissued by the Boaid on 
August 7th to James Alexander, oft his paying in cash the 12.S. pei share left 
unpaid by the original allottee. 

Pass these transactions through the Company’s books of account, and 
prepare a Balance Sheet at their conclusion. {London Chamber Commerce.) 

25 . On December 31, ig.., the Balance Sheet of Ravary’s, Ltd., was 
as follows : — 


LtABiLiTins. £ Assets. £ 

Nominal Capital, £20,000, Land and Buildings . . . . 2,000 

divided ^nto 10,000 6 % Plant and Machinery . . 

Cumulative Preference Tools and Utensils . . . . 1,000 

Shares of £i each, and Stock 7,000 

10.000 Ordinary Shares Sundry Debtors . . . . 3,000 

of £i each. Bills Receivable . . . . Qoo 

Paid-up Capital — Cash 100 

6.000 Ordinary Shares 6,000 Piofit and Loss Account — 

6,000 Preference Shares 6,000 Dr. Balance 8,000 


12,000 

5 % Debentures . . . . 3,000 

Sundiy Creditors . . S,ooo 

Bills Payable . . . . 3.000 

Bank Overdraft . . . . 4,000 

£27,000 £27,000 

It was decided to reconstruct the Company, and for this purpose Ravary’a 
(19..) Ltd,, was registered with a Capital of £20,000, divided into 8,000 
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Ordinary Shares of £i each, and 1 2,000 7 % Preference Shares of £i each, to 
take over the assets and liabilities of the old company. 

The Debenture holdets of Ravary’s, Ltd., agreed to accept 7 % Cumulative 
Preference Shares in Ravary’s (ig. .), Ltd., in exchange for their Debentures. 

The Preference shareholders in Rav.iry’s, Ltd., were to receive one 
Preference Shaie in Ravary’s (19. .),Ltd., for every thiee shares held by them 
in the old company. 

The Ordinary shareholders were to be allotted one Ordinary Share, iss. 
paid, in Ravary’s (19. .), Ltd., in exchange for every four shares held by them 
in the old company. 

The costs of the liquidation of Ravary’s, Ltd., were paid by the new company. 
Give the Journal entries necessary to record the above transactions in the 
books of Ravary’s, Ltd. (Chartered Accountants) 

26 . Two companies, O and P, amalgamate and form a new company, Q. 
The position of the two companies was as follows : — 


O Company. 


Capital paid up 

Debentures 

Creditors 

Profit and Loss Account . 

A, 

30,000 

5,000 

5.000 

3.000 

Debtois 

Stock 

Goodwill 

3 ^ 

18.000 

20.000 

. . . . 5,000 


£43.000 


£43.000 


P Company. 


Capital paid up . . 

Creditors 

Piofit and Loss Account . 

£ 

. 20,000 

. 8,000 

2,000 

Debtors 

Stock 

£ 

. . . . 20,000 

10,000 


£30,000 


£30.000 


The average profits of the O and P Companies have been £3,000 and 
£3,000 respectively. The new Q Company agrees with the O and P Com- 
panies to take over both concerns for the sum of £60,000, and, in addition, 
to discharge all liabilities ; £10,000 to be paid in cash, and the balance in 
shares . 

The profit on the conversion is to be divided between the shareholders 
of the O and P Companies in the same proportion as the profits previously 
earned by the Companies. 

Draw up a Purchase Account on the completion of the Q Company, 
and show how the Share Capital Accounts in the 0 and P Companies should 
be closed. 

C. Cox held s>ooo £ shares in O Company and 4,000 £ shares in P Company. 

Show how much cash and how many shaies Cox should receive from the 
new Company. (Incorporated Accountants.) 

27 . X, Y, and Z, each with a separate business, agree to amalg.amate and 
carry on as a private limited liability company with a nominal Capital of 
£40,000 ; each taking, as payment for his Capital, fully paid-up shaies in the 
company, and the assets and liabilities being taken over as they stand in the 
books of the several businesses. 

X’s assets and liabilities were: Stock, £3,000; Book Debts, £s.3SO > 
Bills Receivable, £i,.';83 ; Balance at Bank, £895 ; Sundry Creditors, 
£3,000 ; Bills Payable, £3,000. 
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Y’s assets and liabilities were : Stock, £4,290 ; Book Debts, £9,250 ; 
Bills Receivable, £1,580 ; Balance at Bank, £1,290 ; Sundry Creditors, 
, £8,39S- 

Z s assets and liabilities were : Stock, £8,000 ; Book Debts, £18,950 ; 
Bills Receivable, £3,860 ; Balance at Bank, £2,350 ; Sundry Creditors, 
£15,382 ; Bills Payable, £5,852 ; Reserve Fund, £5,000. 

Prepare the initial Balance Sheet of the Company. The preliminary 
expenses of formation, amounting to £250, were paid. {Chartered Accountanls.) 

28. When auditing the books of a limited company, you find the under- 
stated Journal entry : — 


Loan Account, Dr 10,000 

To London and Loamshire Bank 10,000 


For loan secured by the issue of £12,000 of 
the 5 % Debentures of the comp.my. 

Explain the meaning of this entry, and state how the transaction should 
appear in the published Balance Sheet of the company. {Chartered Accountants.) 
2D. The following are Balance Sheets of two Companies, M and N, on 


June 30, IQ. . ; — 

Company M. £ £ 

Share Capital, fully paid 149,500 

Forfeited Shares Account 125 

Debentures 40,000 

Plant and Machinery 37.SOO 

Freehold Property 43,000 

Bank Account 2,000 

Goodwill 40,000 

Sundry Creditors 5,875 

Sundry Debtors 25,000 

Stock 68,000 

Profit and Loss Account 20,000 


Company N. 

Share Capital 

Debentures 

Calls in arrear 

Plant and Machinery 

Freehold Property 

Debtors and Creditors 

Stock 

Profit and Loss Account 

Goodwill 


£215,500 

£215,500 

£ 

£ 

. 40,000 


. 3,000 

500 

2,500 

2,000 

. 25,000 

22,500 

18,000 


16,500 


6,000 

£68,000 

£68,000 


Company M decides to take over Company N, and agrees to discharge 
the liabilities and debentures and take over all the assets, the consideration 
being £i,200 cash and £30,000 shares in Company M, issued as fully paid up. 
The calls in arrear are worthless, and the shares were forfeited by the Directors 
of Company M prior to amalgamation. Company N is to pay its own costs 
of liquidation. 

Draw up a Balance Shectof the M N Company. {Incorporated Accountants. 
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30 . The following are the Balance Sheets on December 31, 19,., of the 
Fas and Nefas Companies respectively : — 


Fas Company, Ltd. 


Liabilities. 

£ 

Assets. 

£ 

Capital, 100,000 shares. 

£i 

Ficehold Premises 

. 22,500 

each, fully paid 

. . 100,000 

Machinery and Pl.int 

■ 32.659 

Sundry Creditors 

iS,i2g 

Sundry Debtors 

. 24,682 

Reseive 

. . 7,000 

Stock 

, 38,640 

Profit and I.oss, balance 

.. 16,440 

Cash in Bank and in hand . 

. 23,088 


£141.569 


£141.569 


LiAuiLfiins. 
Capital, 6,000 shares, 
each, fully paid 
Sundry Creditors 


Nefa.s Company, Ltd. 


£ 

A.'-'sets. 

£ 


Machtnety and Plant, cost 

22,240 

-^0,000 

Sundry Debtois 

6.249 

10,270 

Stock 

9.42.3 


Cash 

129 


Profit .111(1 loss, balance . , 

2,220 

£40,270 


£40.270 


It is agieed that the Fas Company shall puichase the Nefas Company as 
on December 31, 19. on the following basis : — 

(1) A dividend of 15 % to the shareholders of the Fa.s Company, to be 

declared prior to the amalgamation. 

(2) The Fas Company to take over the assets of the Nefas Company, the 

consideration being : (a) The payment of the liabilities of the 
Nefas Company ; i6) the payment of the costs of amalgamation ; 
(c) the issue to the shareholders of the Nefas Company of seven 
fully paid shares of £i each in the Fas Company for every two fully 
paid shares in the Nefas Company. 

The costs of amalgamation amounted to £1,206. The floating assets of 
the Nefas Company were worth the values stated on the Balance Sheet. Draft 
the Journal entries recording the purchase in the books of the Fas Company, 
and set out the Balance Sheet of the Company after the amalgamation. 
[Chartered Accountants!) 

31 . Two companies carrying on similar businesses decide to amalgamate 
as on and from January i , 19. . . 

Their respective agreed Balance Sheets at December 3 3st previous weie 
as follows : — 

X Company, Ltd. 


Ljabiutibs. £ 

7,500 Ordinary Shaies, £10 

each .. 75,000 

Sundry Creditors .. .. 4,000 

Reserve Fund 5 >000 

Profit and Loss Account . . 2,000 


£S6,ooo 


Assisrs. 

Ficehold Land and Build- 

£ 

ings . . 

Plant and Machinery (Ics.s 

12,000 

depredation) 

19,500 

Stock 

lej.OOO 

Sundry Debtors 

8,000 

Cash in hand and at Bank . . 

1.500 

Goodwill 

30,000 

£86,000 
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Y Company, Ltd. 


Liabilities. 

£ 

Assets. 

£ 

5,000 Ordinary Shares of 


Plant and Machinery 

25,000 

£10 each 

50,000 

Stock 

1 2 ,000 

Sundry Creditors 

3.500 

Sundry Debtors 

6,000 

Depreciation Fund 

3,500 

Cash in hand and at Bankers 

500 

Profit and Loss Account . . 

2,500 

Goodwill 

15,000 


£58,500 


£58.500 


X Company, Ltd., which has been in existence for several years, has 
regularly depreciated plant and machinery, but Y Company, Ltd., only com- 
menced business on Januaiy i, 19. ,, and plant and machinery stands at cost, 
depreciation having been provided for by means of a Depreciation Fund. 

It is agreed that the combined Company shall take over the assets 
(including goodwill) and discharge the liabilities of each Companj' on the 
basis of the figures in their respective Balance Sheets. 

The Capital of the combined Company was £200,000, divided into 100,000 
Ordinary Shares of £i each, and 100,000 6 % Cumulative Preference Shares 
of £i each. 

The combined Company issued £15,000 Ordinary Shares at par for cash, 
and agreed to allot to each shareholder in the X and Y Companies five Ordinary 
and five Preference Shares of £i each, fully paid, in exchange for each £10 
share held by them, and to discharge any balance in cash. 

Draw up the Balance Sheet of the combined Company, after the above 
transactions have been completed, and show what each shareholder in the 
Z and Y Companies would receive in shares in the new Company and in 
cash. {Chartered Accountants.) 

32 , Two private companies, the A Company, Ltd., and B Company, Ltd,, 
amalgamate in the following manner ; — 

A holding company, called the C Company, Ltd., was registeied on 
July I, 19.., with a Capital of £200,000 in £i shaies, to purchase all the 
Ordinary Shares of both Companies. X, the Managing Director of the 
A Company, Ltd., and Y, the Managing Director of the B Company, Ltd., 
each took up and paid for 1,000 shares. 

The Issued Capital of the A Company, Ltd., consisted of 75,000 Ordinary 
Shares of £x each, fully paid, and 60,000 6 % Cumulative Preference Shares 
of £i each, fully paid. The Issued Capital of the B Company, Ltd., consisted 
of +0,000 Ordinary Shares of £i each, fully paid. 

The A Company, Ltd., shareholders received one £i share fully paid in 
the C Company, Ltd., in exchange for each of their Ordinary Shares. The 
B Company, Ltd., shareholders received one and a half £i shares, fully paid, 
in the C Company, Ltd., in exchange for each of their Ordinary Shares. 

The formation and preliminary expenses of the C Company, Ltd., 
amounting to £1,500, were paid out of cash. 

Make the necessary entries in the books of the three companies to give 
eflect to the above arrangements, and set out the opening Balance Sheet 
of the C Company, Ltd. {Chartered Accountants.) 

33 . The X Company agreed to take over the Y Company as a going 
concern. The X Company was to pay the debentures and liabilities of the 
Y Company, and take over the assets, the consideration being the issue by the 
X Company of 40,000 fully paid shares of £i each, and the payment of £3,000 
in cash to the Y Company. The X Company was to pay the liquidation 
expenses, which amounted to £1,400. 

The balances in the books of the respective Companies, as on the date of 
absorption, are as follows : — 
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X 

Y 

X 

Y 


Dr. 

Dr 

Cr. 

Cr. 

Nominal Share Capital : — 

£ 

£ 

£ 

£ 

X Company, 200,000 shaies of 





I each. 





Y Company, 75,000 shares of 





£i each. 

Capital issued 

Unpaid Calls 

5 % Debentures 

500 

100 

150,000 

50,000 

50,000 

10,000 

Fieehold and Leasehold Property 

1 0.3 ,,330 

SSfiSz 

Goodwill 

Sundrv Creditois 

30,000 

5,000 

8,342 

4,362 

.Sundry Debtors 


3.9S4 

Bank B.dances 

16,842 


2,000 

Stock 

17,926 

7.S52 


Plant and Machinery 

Bills Receivable 

38,768 

3,621 

16,439 



Profit and Loss Account (Balance) 


9 , 885 

2,695 


£218,227 





Assume that the absorption was duly effected, but that the unpaid calls 
and a book debt of £400 due to the Y Company proved iriecoverable. 

Prepare the Balance Sheet of the X Company after absorption of the 
y Company. {Chartered Accountants.) 

34 . The accounts of the Clifford Trading Co., Ltd., for the financial year 
ended April 30, ig. ., show a net profit of £125,000. The Company has an 
issued and paid-up capital of £600,000 divided into 400,000 Ordinary Shares 
of £i each and 200,000 6 % Preference Shares of £i each. There was a 
credit balance of £24,891 13s. 4d. brought forward as Profit and Loss Account 
from the previous period. The directors decide at March 31, ig. ., subject 
to the approval of the members in General Meeting, to apportion the available 
profit as follows : (i) Pay the year’s dividend on Preference Shares. (2) Write 
£10,000 off Goodwill. (3) Carry £20,000 to General Reserve Account. 
(4) Redeem 25 Debentures at £1,000 each at par. (5) Pay a dividend on the 
Ordinary Shares free of Income Tax up to such an amount as will leave a 
balance of not less than £20,000 to be carried forward. 

Show the effect of this decision of the directors in the form of an Appro- 
priation Account, making a reserve for Income Tax at 43. in the £, It may 
be assumed that all items in the Profit and Loss Account have been allowed 
for Income Tax puiposes. {Central Association Accountants.) 

35 . The Profit and Loss Account of Soleil d’Or, Ltd., prior to the pay- 
ment of debenture interest for the half-year to December 31, 19 . . , disclosed 
a profit of £12,850 as on December 31, 19... The Paid-up Capital of the 
Company consisted of £100,000, divided into 50,000 5 % Preference Shares 
of £i each, and 50,000 Ordinary Shares of £i each, too Debentures of £100 
each at 4 % had also been issued. The directors made the undermentioned 
recommendations for the disposal of the above balance which were approved 
by the shareholders at the annual meeting : (i) To pay the^ half-year’s 
interest to December 31, 19... due on the Debentures. (2) To pay the 

35 
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Preference dividend for the half-year to December 31, 19... (3) To pay 

a dividend for the year ended December 31, 19. ,, of 10 % on the Ordinary 
Shares, free of Income Tax. (4) To transfer ,£5,000 to Reserve, raising 
that Account to £15,000 in all. (5) To carry forward the balance to next 
year Show the entries necessary to record these transactions in the books 
of Soleil d’Or, Ltd, (London Chamber Commerce.) 

36 . The Profit and Loss Account of a limited company showed a credit 
balance of £53,368 los. 8d. 

The diiectors of the company decided to dispose of this balance as follows ; 
(i) To transfer £500 to a Forged Transfers Reserve Account and £8,000 to 
General Reserve Account ; raising the latter to £20,000. (2) To pay the 
half-year’s dividend due on the £150,000 6 % Preference Shares. (3) To 
pay a dividend of 8 % on the £250,000 Ordinary Shares free of tax. (4) To 
write off the balance of the Debenture Issue Expenses Account which stood 
at £3,876. (5) To carry forward the balance to next year. 

Assume that these pioposals were confirmed by the shareholders and give 
the entries necessary to record them in the books of the company. Assume 
that Income Tax was 4s. in the £. (Chartered Institute Secretaries.) 

37 . The Newspaper Trust, Ltd., was registered (Nom. Cap. £i 10,000 — 
50,000 7 % £i Preference Shares, 50,000 £1 Ordinary Shares and 10,000 £i 
Deferred Shares), to purchase an established county newspaper. All the 
Preference Shares weie issued fully called and paid up. All the Ordinary 
Shares were offered and 45,000 applied for and allotted, 153. per share was 
called and paid up, except a call of 5s. per share on 1,000 shares. 3,000 
Ordinary Shares were paid up in full. The 10,000 Deferred were issued to 
the vendors fully paid as the purchase price of the goodwill. On July i, 
19. 200 6 % £100 Debentures were issued at 95 and fully paid up. Interest 
due on these debentuies as on December 31, 19. . , had not been passed through 
the books. In addition to the Ledger Accounts representing the above 
transactions, the following Ledger balances were extracted from the books 
of the Company as on December 31, 19. . : Machinery and Plant, £14,800 ; 
Monotype Machines, £6,860 ; Freehold Work-s and Offices, £51,229 ; Sales, 
£22,041 ; Sales (Cash), £982 ; Advertisement Receipts, £26,518 ; Jobbing 
Printing Receipts, £987 ; Printers’ and Compositors' Wages, £13,221 ; Office 
Furniture, £680 ; Cash at Bank, £8,123 > Cash in hand, £421 ; Sundry 
Creditors, £224 ; Sundry Debtors, £8,460 ; Purchases (Ink and Printing 
Materials), £6,956 ; Sales Returns, £989 ; Management and Office Salaries, 
£3,578 ; Office Expenses, £397 ; Advertisement Canvassers’ Salaries and 
Commission, £1,326 ; Discount Account (Debit balance), £123 ; Printing 
Works Expenses, £1,784 ; Carriage Outwards, £224 ; Carriage Inwards, £198 ; 
Bad Debts, £i88 ; Bad Debts Reserve (January ist), £200 ; Coal and 
Lighting (Works), £972; Coal and Lighting (Office), £54; Rates, Taxes, 
Insurance (Works), £424; Rates, Taxes, Insurance (Office), £98; Cost of 
Literary Contributions, £244 ; Machinery Repairs, £632 ; Stock of Type, 
Plates, etc. (January ist), £12,965 ; New Type purchased, £1,284; i.ooo 
£i Shares in Loamshire Evening News purchased at 15s. per share, £750 ; Stock 
of Paper, Ink, etc. (January ist), £9,872 ; Motor Vans, £6,500 ; Directors’ 
Fees, £600. 

Prepare Trading and Profit and Loss Accounts for the year ended Decem- 
ber 31, 19. •, and a Balance Sheet as on that date, taking into account the 
following: (a) Depieciation, Machinery and Plant 10 %, Monotype Machines, 
IS % i (V) £1,000 is to be reserved in connection with pending action for 
libel ; (c) £120 paid to an injured Workman and included in Printers’ Wages 
is recoverable from an Insurance Co. ; (d) Bad Debts Reserve to be increased 
to equal 5 % on Sundry Debtors ; («) Stock, Paper, Ink, etc., December 31, 
19.., was £8,740. On the same date Motor Vans were £s,8oo and Type, 
Plates, etc., £13.000 ; (/) £2,500 of “ Advertisement Receipts ” represent 
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unexpired prepaid advertisements, and is to be carried forward to next yeai ; 
(g) the Loamshire Evening News went into liquidation and the shares are to 
be written off ; (/i) One-fifth of the Debenture Discount is to be written off ; 
(1) No entries have been made in the books in respect of 12 months’ Interest 
at 5 % due upon the calls made in advance. {Chartered Institute Secretaries.) 

38 . The Rayon d’Or Copper Mining Company was registered on 
January i, 19- ■> with a nominal capital of 100,000 Ordinary Shares of £i 
each to work concessions, for which £50,000 was paid. All the Capital was 
issued and 153. per share paid up as on December 31, 19. .. One shareholder 
had also paid up the balance of ss. per share on his holding of 1,000 shares. 
On July I, 19.., the Company issued 100 8 % Debentures of £100 each at 
105, the issue being fully subscribed and paid up. During the year 19. ., a 
deposit of vanadium was found, and the Directors decided to treat all expendi- 
ture thereon as capital expenditure pending developments. In addition to 
the accounts necessary to record these particulars, the following balances were 
extracted from the Company’s books as on December 31, ig.. : Buildings, 
£8,000 ; Loose Tools, £890 ; Machinery and Plant, £19,800 ; Preliminary 
Expenses, £1,250 ; Stock of Stores (January 1st), £4,198 ; Workmen’s 
Wages, £9,872; Workmen’s Wages (Vanadium), £1,288; Office Furniture, 
£800 ; Carriage and Freight, £4,876 ; Carriage and Freight (Vanadium), 
£1,124; Salaries, £2,910 ; Salaries (Vanadium), £150 ; Stores purchased, 
£3,241; Stores purchased (Vanadium), £1,124; Law Costs, £329; Rates, 
Taxes and Licences, £1,340 ; Rates, Taxes and Licences (Vanadium), £250 ; 
Light Railway Wagons, etc., £10,450 ; Bills Payable, £981 ; Bank Overdraft, 
£5,860 ; Cash in hand, £984 ; Sundry Creditors, £4,238 ; Sundry Debtors, 
£12,940 ; Fuel, £3,496 ; Fuel (Vanadium), £940 ; Sales of Copper Ore, 
£46,087; Marine Insurance, £1,298 ; Office E^enses, £321 ; Office Expenses 
(Vanadium), £50 ; Directors’ Fees, £1,000; Transfer Fees, £5. 

Prepare a Working Account for the year ended December 31, 19.., and 
a Balance Sheet as on that date. Before doing so take the following matters 
into consideration : (a) Write off 10 % Depreciation from Machinery and 
Plant, s % from Office Furniture, and £1,000 from Buildings ; (6) Stores on 
hand on December 31, ig. ., were valued at £3,876, Light Railway Wagoms, 
etc., at £9,000, and Loose Tools at £600 ; (c) Write off 50 % of the preliminary 
Expenses ; (d) Create Reserve for Bad Debts equal to 5 % of the Sundry 
Debtors ; («) The Shareholder who paid his call in advance is entitled to 5 % 
interest thereon for 12 months, but no entries have yet been made ; (/) Deben- 
ture interest due December 31, 1919, has not been passed through the books. 
(London Chamber Commerce.) 

39 . The Cosmopolitan Flotel Company, Ltd., was formed to purchase an 
old-established hotel, and was registered with a nominal capital of £ 1 10,000, 
divided into 50,000 Ordinary Shares of £i each, 50,000 7 % Cumulative 
Preference Shares of £l each, and 10,000 Deferred Shares of £i each. All 
the Deferred Shares were issued to the Vendors as the purchase price of the 
Goodwill. The Ordinary Shares were issued at par, and the Preference 
Shares at a premium of 2S. 6d. per share. Both classes of shares weie fully 
subscribed and paid up, except that the final call of 5s. per share upon 1,000 
Preference Shares remained unpaid as on December 31, 19... On July i, 
19. ., 200 6 % Debentures of £100 each, repayable at par in 10 years, were 
issued at 95, fully subscribed and paid up. In addition to the accounts 
represented by the foregoing, the following ledger balances were extracted 
from the Company’s books, as on December 31, 19.. : — Freehold Hotel, 
£134,400 ; Furniture and Fittings, £22,800 ; Preliminary Expenses Account, 
£800 ; Purchases : Provisions, £38,726 ; Wines, Beer and Spirits, £22,462 ; 
Sundries, £624 ; Wages of Waiters and Staff, £8,986 ; Office Salaries, £827 ; 
Hotel Takings, £99,861 ; Laundry Expenses, £1,794 > B*”" Takings, £12,842 ; 
Billiards Takings, £416 ; Carriage Inwards, £347 ; Laundry Receipts, £1,912 ; 
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Sundry Working Expenses, £1,296 ; Coal and Lighting, £843 j Repairs to 
Furniture, etc., £3,441; Motor Omnibuses, £2,400; Advertising, £1,575; 
Discount Account (Credit Balance), £342 ; Omnibus Receipts, £r,284 ; 
Transfer Fees, £5 ; Stock (January ist), £5,986; Profit and Loss Account, 
January i, 19.. (Credit Balance), £13,842; Sundry Creditors, £1,869 > 
Sundry Debtors, £798 ; Directors’ Fees, £500 ; Cash at Bank, £4,864 ; 
Cash in Hand, £897 ; Preference Share Dividend for half-year to June 30, 
tQ- • , £1,750 ; Rates, Taxes and Insurance, £3,162 ; Bad Debts, £96. 

Prepare Trading and Profit and Loss Accounts for the yeai ending Decem- 
ber 3 1 , 1 9 and Balance Sheet as on that date . Before preparing the Accounts 
make the following adjustments : (a) The Debenture Interest due on Decem- 
ber 31, 19. . , had not been passed through the books, (b) As on December 31 
19.., the following amounts were outstanding and had not been provided 
for : Wages £136, Salaries £52, Excess Profits Duty £2,461. (c) Insurance 
paid in advance amounted to £148 as on December 31, 19. . . (d) Depreciate 
Furniture and Fittings, 15 % and Motor Omnibuses, 20 %. (e) The Stock 
of Wines, Spirits and Provisions on hand as on December 31, I9' • , '"'as valued 

£7,231. (/) Write £200 off Debenture Discount Account, and £400 off 
Preliminary Expenses Account, (g) Carry £7,500 to a Reserve Account. 
{Royal Society Arts.) 

40. The Rugosa Manufacturing Company, Ltd., was registered with a 
nominal capital of 50,000 shares of £i each, of which 40,000 shares had been 
issued and fully called. 

The following Trial Balance was extracted as on December 3i3t ; — 


Stock (January 1st) 

Manufacturing Wages 

Coal and Coke 

Purchases and Sales 

Machinery Repairs 

Carriage Inwards 

Carriage Outwards 

Interim Dividend (July 1st) 

Income Tax 

Bank Loan (s %) 

Interest on Loan 

Sundry Debtors and Creditors 

Profit and Loss Account (Balance from last 

year) 

Bank Current Account 

Cash in hand 

Leasehold Factory 

Machinery and Plant 

Loose Tools 

Share Capital 

Calls in arrear 

Rent, Rates, and Light (Factory, £1,421 ; 

OfSces, £34°) 

Directors’ Fees 

Office Salaries and Expenses 

Office Furniture 

Commission 

Returns 

Preliminary Expenses Account 

Transfer Fees 

Goodwill 


£■ 

18,642 

10,974 

1,924 

82,146 

861 

491 

964 

2,000 

t.429 

125 

16,440 


1,686 

192 

6,421 

7,840 

1,250 


1,761 

1,200 

1,425 

500 

864 

1,364 

600 

15,000 


116,990 


5,000 

9,322 

3,864 


40,000 


981 

42 


£176,099 £176,099 



JOINT STOCK COMPANY ACCOUNTANCY 533 

You are required to piepare Manufacturing and Profit and Loss Accounts 
for the year ended December 31st, and a Balance Sheet as on that date. 

When prepaiing these accounts, the following matters must be taken into 
consideration : (i) Write one-third off the Preliminaiy Expenses Account, 
(2) Write 10 % depreciation off Machinery and Plant, and s % off Office 
Furniture. (3) Manufacturing Wages £189, and Office Salaries £120, had 
accrued due as on December 31st, but no entrie.s had been made in the books. 
(4) Provide for the interest due on the Bank Loan for the half-year ended 
December 31st. (5) The Stock was valued at £12,484, and Loose Tools at 

£1,000, as on December 31st. (6) Reserve £850 on the Sundry Debtors for 

had and doubtful debts. (7) Reserve zi % on the Sundry Debtors for 
discount. (Royal Society Arts.) 

41. Tbe Windyridge Horticultural Company, Ltd., was legisteied with 
a nominal capital of 30,000 shares of £i each, of which 12,500 shares had 
been issued and fully called up. 

The following Trial Balance was extiacted from the book's of the Company 
as on December 31st : — 


TRIAL BALANCilL 


Share Capital Account 

Goodwill 

Leasehold Warehouse and Offices 

Loose Tools 

Workmen’s Wages 

Rent and Rates (Warehouse, £750 ; Offices, 


Purchases 

Sales 

Receipts for Constructing Gardens 

Stock (January ist) 

Purchases Returns 

Sales Returns 

Carriage Inw'ards 

Carriage Outwards 

Insurance (Warehouse, £92 ; Offices, £26) 

Office Salaries 

Directors’ Fees 

Discount Account 

Motor Lorry 

Office Furniture . . 

Loan on Mortgage, at 10 % 

Interest Account and Bank Charges 

Calls in arrear 

Sundry Debtors 

Sundry Creditors . . . . 

Pleating and Lighting (Warehouse, £72 ; Office, 

£35) 

Advertising 

Bank Overdraft 

Cash in hand 

Reserve for Bad Debts (December 31, 1920) . . 
Profit and Loss Account (Balance from last 
year) 


£ 


5,000 

5,547 

700 

2,586 

S70 

9,642 


3,S6 i 

39 

127 

98 

118 

697 

450 

1,200 

320 

136 

250 

3,742 


107 

975 

107 


1,198 


£ 

12,500 


17,894 

1,963 

94 


37 


2,000 


2,520 


462 

300 


£37,770 £37,770 
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You are required to prepare Trading and Profit and Loss Accounts for 
the year ended December 31st, and a Balance Sheet as on that date. 

When preparing these accounts, the following rnatteis must be taken into 
consideration : (a) Office Salaries, £32, had accrued due as on December 3 ist, 
but had not been passed through the books. (6) Insurance (Warehouse), £12, 
had been paid in advance, (c) Interest for the half-year to December 31st 
on the Mortgage had accrued due, but had not been passed through the books 
(ignore Income Tax), (d) The following depreciation is to be provided : 
Motor Lorry, 15 % ; Loose Tools, 25 % ; Office Furniture, S %. (a) The 

Reserve for Bad Debts is to be increased to £400. (/) The Stock on hand as 
on December 31st was valued at £4,062. (Royal Society Arts.) 

42 . The Fernet Manufacturing Company, Ltd., was registered in 19.. 
with a nominal capital of £200,000, divided into 150,000 Ordinary Shares of 
£i each and 10,000 6 % Preference Shares of £5 each. Of this Capital, 
65,000 Ordinary Shaiea had been subscribed for and allotted to the public, 
and 20s. per share called up. The whole of the Preference Shares had been 
issued and fully called and paid up. 

On January i, 19.., the Company took over the assets and liabilities of 
Lamia, Limited, at their book values, which were as follows ; Sundry Debtors, 
£16,136; Sundry Creditois, £3,862 ; Stock, £14,850 ; Machinery and Plant, 
£10,890 ; Cash, £1,986. 

The purchase price was agreed at £50,000, and was satisfied by the issue 
of 50,000 Ordinary Shaies in the Pernet Company issued to the Lamia 
Company as fully paid. 

On July I, 1 9.., 200 s % Debentures of £100 each were issued 
at 95. 

In addition to the records arising out of the above particulars, the following 
balances were extracted from the books of the Company as on December 31, 
19. . 

Machinery and Plant, £32,765 ; Machinery’ and Plant, Additions during 
the year, £8,456 ; Leasehold Works, £77,841 ; Manufacturing Wages, £86,968 ; 
Profit and Loss Account (Debit Balance from last year), £7,862 ; Sinidng 
Fund for Leasehold Redemption, £8,850 ; Sundry Debtors, £12,460 ; Sundry 
Creditors, £33,503 ; Stock (January ist), £32,641 ; Factory Power and Light, 
£3,642; General Expenses, £4,785; Purchases, £76,495; Uncompleted 
Contracts (January ist), £13,844 ; Unpaid Calls (Ordinary Shares), £500 ; 
Returns Inwards, £864 ; Returns Outwards, £3,241 ; Loose Tools, £2,864 ; 
Machinery and Plant sold during the year, £5,641 ; Management Salaries, 
£3,522 ; Machinery Repairs, £1,267 > Office Salaries, £3,842 ; Directors’ 
Fees, £750 ; Office Furniture, £684 ; Discount Account (Debit Balance), 
£174 ; Reserve for Bad Debts (January ist), £500 ; Travellers’ Salaries and 
Commission, £6,894 I Carriage on Purchases, £3,641 ; Carriage on Sales, 
£4,846 ; Transfer Fees, £146 ; Sales, £169,159 ; Cash at Bank, £3,246 ; 
Cash in hand, £1,187 ; Loan from Bank, £15,000 ; Patents, £20,000. 

You are required to prepare Manufacturing and Profit and Loss 
Accounts for the year ended December 31, 19.., and a Balance Sheet as 
on that date. 

When preparing these accounts, the following matters must be taken into 
consideration : (a) No provision has been made for the Debenture Inteiest 
due on December 31st. (6) As on December 31st, the following items were 
due but not recorded in the books : Wages, £996 ; Office Salaries, £226 ; 
and Directors’ Fees, £750, (c) Manufacturing Wages, £541, were paid to 
workmen employed in making Loose Tools for the Company’s use, but the 
requisite transfer had not been made, (d) The Manufacturing Account is to 
be charged with two-thirds of General Expenses and Management Salaries. 
(e) Reserve £500 for fine under an uncompleted contract now subject to 
litigation. (/) The following valuations were made as on December 31st: 
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Machinery and Plant, £32,640 •, Loose Tools, £2,951 ; Office Furniture, 
£600; Stock, £28,740 ; and Uncompleted Contracts, £0,641. fe) Reserie 
zi % for Travellers’ Commission outstanding on December Sales, which 
were £i3i9^t>, (£) The Bad Debt Reserve is to he made equal to 1; % on 

the Sundry Debtors. {London Chamber Commerce.) 

43 . The Ramshackle Motor Co., Ltd., acquired the undertaking of 
Messrs. Smith Bros., Ltd., as at the end of 19. .. The following Statement 
of Accounts, made up to June 30th following, is submitted to you for audit. 
Criticise the statement, taking at least six points (three on the Balance Sheet 
and three on the Tiadinj' and Profit and Loss Account). 


BALANCE SHEET. 


Dn. 

To Capital ... 

,, 1^30,000 5 % Mortgage Debontures 
issued at lo % Discount . . . . 

„ Creditors — 

On Open Account . . 
Debentuie Interest 1,500 


,, Reserve for Bad Debts 


£ 

250,000 

27,000 


X7»944 

279 


£295.223 


By Freehold and Buildings . . . . 87,050 

„ Goodvdll, Patents, Pattc-nv., Plant, 

and Work in progress .. 74,342 

„ Fixtures and Fittings (Oific»') .. 232 

„ Investments 4<732 

„ Cash at Bank mid in hniid .. . 12,411 

„ Capital unissued .. 25.7/0 

„ Debtors 2,075 

,, Stock 84,784 

„ Suspense Account 3,227 


£295.223 


TRADING AND PROFIT AND LOSS ACCOUNT. 


Dr. 


To Stock acquired from Vendors. . .. 2M41 

„ Purchases 38,937 

„ Wages . . 4,392 

„ Rates and Taxes 1,174 

,, Debenture Interest .. .. .. .. 1,500 

,, Fuel and Lighting . . r,052 

„ Cartage 589 

„ Oiiice Expenses . . . . . . 3,44r 

„ Bad and Doubtful Debts . . . . 279 

„ Preliminary Expenses . . . . . . 2,143 

„ Directors’ Fees 1,250 


£96,198 


ByS.2]cs .. .. .. .. 10,418 

„ Amounts paid on forieited sliaies . 385 

„ Appreciauon in value of Securitie.s 219 

„ Stock, June 30, 19 84,784 

„ Balance earned to Suspense Af count 392 


£96.198 

{Chartered Accountants.) 


44 . G. Emblem is a motor-car and cycle dealer. He divides his business 
into two departments, viz. Motors (“ M ”) and Cycles (“ C "). 

On March 31, ig. ., the following balances wetc extracted from Emblem’s 
books : — 

Stock at beginning of year (“ M,” £12,813; “ C,” £3,210), £16,022; 
Purchases (“ M,” £22,714; “ C,” £9,222), £31,936; Workshop Wages 
(“ M,” £3,218; “ C,” £924), £4,142; Workshop Rent and Rate.s (“M,” 
£850; “ C,” £250), £1,100; Workshop Power, Light, and Heating (“ M,” 
£621 ; “ C,” £182), £803 ; Travellers’ Salaries and Commission, £4,683 ; 
Office and Showroom Salaries, £3,846 ; Office and Showroom Expenses, 
£1,242 ; Workshop E,xpenses (“ M,” £1,262 ; “ C,” £341). £1.603 i Capital 
Account (March 31, 1923), £30,000; Leasehold workshop and Offices, 
£3,264; Additions to Workshop during the year, £1,862; Machinery and 
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Plant, £5,740 ; Loose Tools (March 31, 19. .)> £1,282 ; Bad Debts Reserve 
(March 31, 19, .), £678 ; Discount Account (Credit Balance), ,£372 ; Income 
Tax and Excess Profits Duty, ,£3,841 ; Sundry Debtors, £0,780 ; Sundry 
Creditors, ^'14,941; Sales (“ M,” £33,893; “ C,” £13,235), £46,117; 

Purchases Returns (“ M,” £1,281; “ C,” £191), £1,472; Sales Returns 
(“ M,” £842 ; “ C,” £47), £889 ; Apprentices' Fees (“ M,” £400 ; " C,” 
£100), £500; Insurance, Workshop (“ M,” £1,842; “ C,” £421), £2,263; 
Motor Lorries, £1,880 ; Interest arid Bank Charges, £873 ; Office I’'urniture, 
£360; Carriage Inwards (“ M," £1,083 ; “ C,” £296), £1,378 ; Distribution 
and Advertising Expenses, £5,895 ; Office and Showroom Rent and Rates, 
£585 ; Bills Payable, £1,536 ; Drawings Account (G. Emblem). £1,000; 
Cash in hand, £137 ; Bank Loan, £10,000. 

You are required to prepare Trading and Profit and Loss Accounts for 
the year ended March 31, 19. ., and a Balance Sheet as on that date. The 
Trading and Profit and Loss Accounts are to be prepared in columnar form, 
showing the results of the year’s working in each department. The Profit 
and Loss items are to be apportioned as to two-thirds to “ M ” department 
and one-third to " C ’’ department. 

When preparing these accounts, the following matters must be taken into 
consideration (a) On March 31, 1924, the following valuations were 
made : Stock, “ M,” £10,726 ; “ C,” £3,010 ; Motor Lorries, £1,700 ; 
Loose Tools, £1,000. (6) The following depreciations are to be provided 
for : Machinery and Plant, 15 % ; Office Furniture, 10 % ; Workmen’s 
Wages (“ M ” department), £ilJi, had been paid for time in making loose 
tools, and wages, £46 (“ C ” department), had been paid to an injured workman 
on behalf of an Employers’ Liability Insurance Company, by whom it was 
still owing, (c) Insurance was paid in advance as follows : “ M ” depart- 
ment, £181 ; “C” department, £56. (d) £100 Apprentices’ Fees (“ M ” 
department) is to be earned to next year as fees received in advance. 
(e) Interest on capital at s % is to be charged, but no interest is to be 
charged on drawings. (/) An amount equal to s % on the Sundry Debtors 
is to be provided for bad and doubtful debts. (Royal Society Arts.) 

45 . The following Balance Sheet was issued by the Eldorado Planta- 
tions, Ltd. ; — 


BALANCE SHEET, DECEMBER 31, ig. 


Issued Share Capital . . . . 190,000 

Less Calls in arrear . . . . B ,000 

- — — 183,000 

Bank Loan ^ 48,000 

Sund^ Creditors 3 , 64-7 

Bills Payable . . . , 33,100 

Profit and Loss Account — 

Profit for the year Oiiao 

Less Interim Dividend paid 9,100 

20 

Depreciation Fund . . . . . . . , 5,000 


£270,767 


Leasehold Land, Buildings and 
Machinery at cost . . , . . . . . 200,000 

Bsilway, Wharf, Motor Boats, 

Live Stock, etc., at cost ,£12,000 
Less Depreciation . . . . 500 

11,500 

Expenditure on 19. . Crop to date . . 48,400 

Expenditure on ig. . Crop to date . 685 

Advances to Coolies and Sundry 

Debtors . 6,850 

Exchange Suspense Account . . . . 393 

Cash on Plantation .. .. .. .. 1,850 

Caiih at Bankers in London r.ogo 


£270,767 


Vou are asked to criticise this Balance Sheet from the point of view of 
a prospective shareholder. If you desire any further information before 
giving your opinion, submit the letter which you would address to the 
secretary of the company, {Chartered Institute Secretaries.) 
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46. Define : “ Contingent Liability,” “ Colliiteral .Security,” and .ttate 
how you would treat them in the Final Accounts of a fnrn ? [Incorporated 
Accountants .) 

47. Rriefly explain the information contained in the undei mentioned 
registers as employed by limited comp.inies ; Register of Mortgages and 
Charges ; Registei of Transfers ; Register of Probates and Admini.stnitions ; 
Register of Balance Certificates. 

Submit the ruling of one only of these registcis, and make a spfcimen 
entry therein. [Royal Society Arts.) 



Chapter XIII 

THE, DOUBLE-ACCOUNT SYSTEM 

The term “ Double-Account ” does not indicate a particular system 
of book-keeping, but a particular method of presenting the final 
accounts of such undertakings as elect, or are bound by Statute, to 
adopt that method. Certain undertakings of public utility and of a 
permanent kind (e.g. Railways, Gas Works, etc.) are bound by the 
Legislature to present their accounts in this form. There is no 
connection whatever between the terms “ double-entry ” and “ double- 
account,” or between the terms “ single-entry ” and “ single-account,” 

Two Systems Contrasted. — Both ‘‘ single- ” and “ double- 
account ” systems are based upon double-entry book-keeping, and in 
both cases the detailed book-keeping is the same. The sole distinction 
between the two lies in the form in which the final accounts are 
presented. 

Under the single-account system, all assets and liabilities are 
marshalled in a single statement or balance sheet. A basic principle 
of this balance sheet is that capital wastage should be recognised and 
provided for therein. 

Under the double-account system, the Balance Sheet is prepared 
in two sections. The first section {Receipts and Expenditure on Capital 
Account) deals, on the credit side, with the cash raised by the issue of 
shares, debentures, loans, and the premiums (if any) on such issues. 
The discounts, if any, on capital issues are also shown in this section. 
The debit side of this section details the expenditure upon the fixed 
assets of the undertaking of the capital monies thus raised. 

The statutory form of the account makes no provision for wastage 
of the fixed assets in this section, but it is inexact to aver, as some 
students do, that no provision for waste is or can be made, as will be 
demonstrated later. 

It will be noted that the assets and liabilities appear on the reverse 
sides from those ordinarily adopted for commercial accounts. 

The balance * of this first section, representing the amount of the 
unexpended capital, or the extent to which debt has been incurred, 
or the floating assets have been encroached upon, is carried to the 
second section {General Balance Sheet). In this section, the floating 
assets, liabilities, and reserves of the undertaking are scheduled. 

* In electrical undertakings, the total debits and credits are carried forward. 
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Origin and Application. — The double-account system is of statu- 
tory origin, and was first prescribed by the Regulation of Railways Act, 
1868, since amended by the Railway (Accounts and Retur 7 ts) Act, 1911,* 
the first schedule to which prescribes the form of accounts to be 
employed. The system has been extended to Gas Companies by the 
Gas Works Clauses Act, 1871, and to Electricity undertakings by the 
Electric Lighting Acts, 1883-1909. Water companies usually adopt 
the system, although they are under no compulsion to do so. 

Apparent Object of the System. — S. 65 of the Companies Clauses 
Consolidation Act, 1845 (the parent Act dealing with parliamentary 
companies), enacts that “ all the money raised by the company . . . 
shall be applied ... in carrying the purposes of the company into 
execution.” The purposes of the company were usually of a mono- 
polistic kind, and the clause quoted appears to have suggested to the 
Legislature that the public, who subscribed the money for the specific 
purpose sanctioned by Parliament, were entitled to be assured that 
the money so subscribed had actually been expended for that specific 
purpose. Hence the first section of the Balance Sheet, which, in its 
inception at any rate, is designed to be practically a cash statement, 
in which the present value of the fixed assets is ignored. A new system 
of presenting accounts was thus inaugurated. This system has been 
rejected by other nations, and, in the writer’s opinion, we also could 
very well dispense with it. 

Double- Account Fallacies. — ^Whatever the drawbacks of the system 
may be, they are not so detrimental as many examination candidates 
would appear to suppose. Supported by some text-books, the e.xaminee 
is apt to declare flatly that once an asset appears in the accounts there 
it must for ever remain at cost price, no provision for wastage being 
permitted. Many candidates venture further, and state that the profits 
shown are inaccurate, owing to the fact that no provision for deprecia- 
tion is made. Both these statements are inaccurate. 

Dealing with the first criticism, let us assume, by way of illustra- 
tion, that a railway company purchased a motor-lony for ,£1,000, 
which, at the end of its useful life of, say, five years, the company 
does not propose to replace. The accounting procedure would be as 
follows : “ Receipts and Expenditure on Capital Account ” would 
be debited with ^1,000 upon the purchase of the lorry ; one-fifth of 
this cost, fzoo, would be debited against revenue through No. 8 
statement, “ Revenue Receipts and Expenditure of the Whole Under- 
taking,” and credited to a special Depreciation Account raised for the 
purpose. At the end of the five years, when the reserve for deprecia- 
tion equalled the original capital cost (i.e. £1,000), the Depreciation 
Account would be closed by transfer to the Capital Expenditure 
Account, and a credit of £1,000, printed in italics, would appear in 

* As modified by the order of the Minister of Transport, dated 27th De- 
cember, 1928. 
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“ Receipts and Expenditure on Capital Account,” thus eliminating 
the asset. This illustration demonstrates one method only of the 
several employed by railway companies to provide for the elimination 
of wasting assets. Reference to the “ Receipts and Expenditure on 
Capital Account,” reproduced on pp 543-3, will reveal several credit 
entries recording amounts written back to revenue (e.g. “ Land, 
Property, etc., not used in Connection with Railway Working, 
^£19,783 os. 8d.”), representing the net balance of land and property 
sold, etc. 

As to the second criticism above, it may appear, at first sight, 
that the statutory form of Balance Sheet inhibits the provision for 
Waste. It is true that provisions of this kind cannot be made by the 
direct methods employed under the single-account system, but the 
statutory double-account form of accounts sanctions such provisions 
in some cases and enforces them in others ; and reference to the 
Balance Sheet reproduced on p. 548 will demonstrate that it is the 
practice of British railway companies to accumulate out of revenue 
large reserves to provide for obsolescence, depreciation and other 
purposes. In the case of Gas and Electrical companies, such reserves 
are specifically provided for. 

An example of the elimination of assets that have been abandoned 
or “ scrapped ” may be afforded by describing the methods employed 
when an old station is replaced by an entirely new one. As this par- 
ticular illustration has on several occasions elsewhere been incorrectly 
employed, it will be advantageous to employ it again and to describe 
the actual procedure adopted, 

lllustratiun . — Loamtown station originally cost £50,000, and stands in 
the railway company’s books at that figure. The station is no longer 
adequate to accommodate the traffic, and an entirely new station is built, 
costing £135,000. Estimates are prepared which show that the exact 
cost to-day of replacing the old station would be £75,000. That sum, 
less the proceeds of sale of the old material, is debited to revenue, or partly 
provided from revenue and partly from specific reserves, and the new 
station is capitalised at £125,000. 

Typical Example of Double" Account Systeni. — The completest 
and most elaborate employment of this system is afforded by the 
accounts of British Railway companies. Examination of a set of 
Railway accounts will enable the student to appreciate fully the dis- 
tinctive difference in principle between the double- and single-account 
systems of presenting accounts. The more important of the accounts 
published by the premier British Railway are reproduced on 
pp, 542-48, and the student is invited to study them, since all 
double-account book-keeping is based upon the principles there 
exemplified, railway accounting being the parent of the system. 

So far as exarainatioii work is concerned, no more than general 
questions on the principles of the system need be anticipated. Such 
few questions as have been set embracing detail have in the main been 
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confined to Railway Accounts, and the chief object in setting such 
questions is to test the student’s ability to construct a double-account 
balance sheet in its two sections from figures given in the question. 

The accounts of all parliamentary companies are based ujwn the 
principles exhibited by the railway company’s accounts here illustrated. 
The differences arise only from the varying technical deiail.s of the 
particular undertaking concerned. The student vvlio desires to pursue 
the subject in greater detail, particularly in its application to Gas, 
Electricity, and Water companies, is referred to the author’s Accounting, 
pp. 621-73. 

Returning to the Railway accounts that appear on pp. 542-48, it is 
neither necessary nor possible to reproduce the complete set of accounts 
as actually published, consisting as they do of some fifty accounts and 
abstracts, made obligatory by the Act of 1911. Some of these .state- 
ments are statistical ; others are merely schedules analysing and 
elaborating items that appear in the accounts proper. The four 
statements reproduced show the net result of the year’s working, and 
the financial position of the undertaking at the close of the year. 
These four statements are as follows ; — 

Receipts and Expenditure on Capital Account. — This is the first 
statement of the sequence of accounts proper and the first section of 
the Balance Sheet. It conforms strictly to the statutory obligation 
to show the expenditure of the capital and loan moneys raised for the 
purpose of acquiring the fixed assets of the undertaking. The numbers 
appearing in brackets after some of the items refer to subsidiary 
statements giving the details composing the figures brought into this 
account. The original cost of all fixed assets purchased is charged in 
this account. No attempt is made to show the present value of these 
assets, but the criticisms that once an asset figures in this account it 
must remain there for ever, and that no provision for wastage can 
be made, already exposed as inexact, is shown to be false by these 
accounts, which, in the General Balance Sheet, reveals depreciation 
and renewal and reserve funds accumulated out of revenue amounting 
to ^38,000,000. 

The balance of this section is carried to the General Balance 
Sheet, and discloses the fact that £20,616,878 has been spent upon 
fixed assets in excess of the capital actually raised for that purpose. 
This indicates that liquid assets, or other funds, have been encroached 
upon to that extent. 

The expenditure on capital account is further elaborated in several 
subsidiary statements that are not reproduced, and which do not concern 
us here. 

Revenue Receipts and Expenditure of the Whole Undertaking.— 

This account takes the place of the net Profit and Loss Account of the 
single-account system. The statement shows in summarised form the 
gross receipts and expenditure, and the net receipts of the various 
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departments of the undertaking, followed by the income received 
from investments and miscellaneous sources, and thus arrives finally 
at the total net income for the year. The results achieved by each 


RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT. 


Dr. 


Amount 
expended to 
December 31, 

19... 

Amount 
expended 
during Year, 
as per No. 5. 

Total. 

L 

s. 

d. 

£ 

s. 

d. 

£ 

s. 

d. 

304,487,133 

4 

4 

448,919 

8 

5 

304,936,051 

12 

9 

62,334 

15 

3 

14,730 

5 

10 

77,065 

I 

z 

480.084. 

5 

6 

138,380 

X 

2 

519,364 

6 

8 

Ii. 8 i 7 .o 6 o 

10 

I 

96,092 

6 

1 

II, 01 '^. 161 

16 

2 

276,300 

0 

0 




376,300 

0 

0 

57 ,«I 2 » 53 I 

J? 

4 

1,670,028 

8 

0 

58,882,560 

5 

4 

5,388,071 

13 

3 

106,699 

19 

lO 

5,494,771 

13 

Z 

3,740,004 

X 

2 


a 


4,073,373 

X 

ii 

383.364,4*6 

6 

ZX 

B 


I 

386,171,646 

17 

0 

738,644 

12 

6 

B 

1 

1 

773,963 

13 

0 

15,265 

I 

6 




15,365 

I 

6 

3,937.663 

10 

4 

Cr. 

5 

5 

3.659,187 

4 

xz 

144,74* 

15 

6 




144.742 

15 

6 

5,951,050 

5 

9 

Cr. 171 

4 

H 

3.950,879 

I 

9 

8,819,390 

13 

0 

09,111 

IZ 

11 

8 , 888,502 

4 

9 

4,938.930 

IZ 

10 

38,172 

6 

D 

4,967,102 

z8 

zi 

3,548,830 

19 

9 

Cr. 763,799 

5 

0 

3,185.031 

14 

9 

1,296,100 

8 

8 

81,900 

9 

2 

1,378,000 

17 

zo 

14.836,279 

m 

9 

Of 19,7^3 

0 

5 

14,816,496 

13 

I 

43,334 

i 

a 




43.334 

13 

8 

7,557,035 

9 

5 

11.977 

16 

II 

7,369,013 

6 

4 




75,000 

0 

0 

75 i 0 oo 

0 

0 

5,643,138 

10 

II 

9,063 

2 

5 

5,652,301 

X 3 

4 

439,834,833 

14 

6 

2.455,532 

0 

TO 

442,290,367 


4 


To Expenditure. 


Lines open for Traffic . . . . 

Lines not open for Traffic* — 

New Lines 

Wldenings of and additions to 

existias Lines 

Lines Jointly Owned 

Lines Jointly Leased 

Roiling Stock 

Manufacturing and Repairing 
Works and Plant s — 

Land and Buildings . . . . 

Plant and Machinery .. .. 

Total Capital expended upon 

Railway 

Road Vehicles employed in the 
collection and delivery of 
Parcels and Goods, and in 
the conveyance of Pas- 
sengers 1— 

Goods and Parcels Road 

Vehicles 

Passenger Road Vehicles 

Steamboats 

Steamboat Repainng Works and 

Plant 

Canals .. * 

Docks, Harbours, and Wharves 

Hotels 

Electric Power Stations, etc. . . 
Land, Property, etc., not form- 
ing part of the Railway or 
Stations : — 

Used in connection with Rail- 
way Working 

Not used in connection with 
Railway Woriung . . . . 

Limestone Quarry 

Subscriptions to other Com- 
panies {for detail'i see Table 

iVo. 4. (rt) , . • 

Stamp Duty, etc., on Additional 

Capital 

Northern Counties Railway 
(Ireland) .. .. .. .. 

Total Expenditure ,£\ 


department — Railway, Canals, Steamboats, etc. — are shown in separate 
statements, the totals of which are carried into this account. 

Proposed Appropriation of Net Income. — This statement repre- 
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sents the Appropriation Section of the Profit and Loss Account in 
the single-account system. It gives the net revenue available and its 
actual and proposed appropriation. As will be seen, the account is 


RECEIPTS AND EXPENDITURE ON CAPITAL ACCOUNT-eo»t. 


Cr 


By Receipts. 

Amount 
received to 
Der^imbcr 31, 

19. . 

Amount 

rcreiv^cd 

during 

year. 

Totai,. 





i 

s. 

ii . 


s. 

d. 

f. 

s. 

d. 

Shares and Stocks (No. a) . . 



293,281,009 

14 

1 

'>, 758,145 

0 

r> 

300,039,151 

14 

1 

Debenture Stock (No 3) 



107,030,417 

15 

y 




107,030,417 

£5 

7 


f . 

5. 

d. 










Premiuras on 













Shares and 













Stocks . . . . 

19, 516, 039 

10 

7 










Premiums on 













Debenture 













Stock , . . 

3,123,881 

3 

6 










Total Premiums 

24.638,911 

3 

1 










Discounts on 













Shares and 













Stocks . . . . 

8,154,84a 

8 

9 










Discounts on 













Debenture 













Stock . . . ■ 

1.900,151 

13 

4 










Total Discounts 

10,034.994 

4 

I 










Balance of Premiums and Discounts 

14,541.737 

7 

0 

02,1/0 

12 

0 

14,603,916 

ly 

0 

Total Receipts 

• 

• •iCj 

4I4,853,i«4 

16 

8 

6,820,324 

£2 

0 

421,673,489 

8 

8 


By Balance 


•• 

.. .. 

•• 

•• 

., .. 

■ 


30,616,878 

6 

3 


Total 









• a 

442,290,367 

15 



presented in tabular form and begins with the balance brought forward 
from the previous year. To this is added the net revenue for the 
year as shown in the Revenue Receipts and Payments of the Whole 
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Undertaking statement, and any transfers from reserve. It will be 
noted that ,^1,000,000 has been transferred from general reserve, 
and a special reserve of ,£625,821, created to meet a contingency that 
did not materialise, is also written back to revenue. From the total 
thus made available are deducted the fixed charges, and shares of profits 
and rentals due to other companies, and the interest on the guaranteed 
and preference stocks. The net balance then remaining is the amount 
available for dividend on the ordinary stock. Inset, at the bottom of 
the statement, is the proposed appropriation of this balance, subject 
to the sanction of the shareholders, as between dividend on the ordinary 
stock, and the “ carry forward.” 

The General Balance Sheet. — ^l^his statement discloses the finan- 
cial position of the undertaking at the close of the year. The statement 
begins with the balance brought from the “ Receipts and Expenditure 
on Capital Account.” If the receipts exceed the expenditure, the 
balance is a liability ; if vice versa, the balance appears as an asset, as 
in this statement. As already explained, all the fixed assets of the 
undertaking are dealt with in the first section of the Balance Sheet. 
In this, the final section, only the floating assets and the corresponding 
liabilities appear. 

Reference to the statement on p. 548 will show that large depreciation 
and renewal funds have been accumulated out of revenue. To create 
these funds, the departmental revenue account is debited, and the 
appropriate reserve account is credited, with the amount considered 
necessary to meet present or future wastage. It has been shown that 
if these reserves are created to eliminate specific assets, which there is 
no intention to replace, the asset account is closed at the end of its 
useful life by a transfer from the reserve account, and thus disappears 
from the first section of the Balance Sheet. 

Ordinary current renewals are charged against revenue as and 
when they occur. The depreciation funds appearing in the General 
Balance Sheet are in addition to these charges, and are created in 
recognition of the fact that wastage has occurred in connection with 
assets that may not require immediate renewal. Gas companies are 
under statutory obligation to provide such funds for leaseholds ; 
and Electric Light undertakings for leaseholds, plant and machinery. 
The latter must invest such funds in outside securities. 

In addition to the statutory accounts dealt with above, the Ministry 
of Transport demands considerable additional detail, the preparation 
of which involves much book-keeping. But that does not concern us 
here. 

Gas Companies. — The great majority of gas companies are working 
under special Acts, or are owned by Local Authorities. Local Authori- 
ties owning gas undertakings are not bound by the statutory forms 
of account prescribed by the Gas Works Clauses Act, 1871, but in the 
majority of cases these forms are adopted. 
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The Capital Account shows the expenditure of the capital raised 
for the objects of the company. The Revenue Account shows the 
income derived from the sale of gas, residuals, etc., and the costs of 
manufacture and distribution. The Reserve Fund is a statutoi-y 
fund (Gas Worlis Clauses Act, 1847, 21 (c))* These accounts are 

filed with the Clerk of the Peace, and with the Local Authorities of the 
company’s district. 

The special Acts under which gas companies operate invariably 
confer borrowing powers, which are usually limited to one-tlurd 
of the paid-up capital of the company. Since the Act of 1877, fresh 
capital issues must be made by public auction, or tender. This 
regulation is due to the fact that some companies were issuing stock 
to shareholders at a nominal value, i.e. less than market price. Under 
the Gas Regulation Act, 1920, the Board of 'I’rade has power to pre- 
scribe the form of accounts to be employed, but up to the present 
the Board has not exercised the power. 

The Accounts of the Croydon Gas Company are on pp. 549-553. 

Electric Lighting Companies. — These companies operate under 
special Acts of Parliament, or under Provisional Orders granted by the 
Board of Trade, usually for a period of forty-two years. The form of 
their accounts is prescribed by the Electric Light Act, 1882. 

Electricity accounts are very similar in construction to Gas accounts. 
They must be filed with the Electricity Commissioners, who have 
power to demand further information, and to revise the prices charged 
to consumers. Local Authorities have power to purchase an electrical 
undertaking established in their district at the end of forty years’ 
working. 

The accounts of the City of London Electric Lighting Company, 
Ltd., are on pp. 554-559. It will be noted that the totals of the 
capital receipts and capital expenditure on fixed assets are carried 
to the General Balance Sheet in place of the balance as in the case of 
Railway and Gas companies. 

It will be seen that the accounts of Gas and Electric Light under- 
takings are based upon precisely the same principles as those of Railway 
companies, and differ in minor details only. 

Water companies usually employ the same system, but they are 
under no obligation to do so. 

* The student is also referred to Sec, 31 of this Act, which deals with the 
investment of surplus funds. 
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D.— REVENUE ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, ig... 


To Manufacture op Gas— 

Coal, Oil, etc 

Purification 

Salaries 

Wages and Gratuities 

Repair and Maintenance of Worto, Plan!, etc., 
including Renewal of Retorts, Materials, and 

Labour , . , . , . 

„ Distribution of Gas — 

Salaries 

Repair and Renewal of Mains, Service Pipes, 
etc., including Materials, Paving, and Labour . 

Repairing and Renewing Meters . . 

Repairing, Renewing, and Fixing Gas Stoves . . 

House Fittings . . . . 

„ Public and Contract Lamps — 

Lighting and Repairing 

„ Rents and Rates — 

Rents Payable 

Rates 

I, Management — 

Directors' Allowance 

Salaries 

Collection 

Auditors’ Fees 

„ Sundries — 

Stationery and Printing 

General Charges, Advertising, etc 

Law, etc,, Charges . , . . . . . . . « , . . . 

Depreciation Fuad on Works on Leasehold Lands 

Bad Debts 

Superannuations and Pension Fund . . . . . . 

Workmen's Sick and Burial Fund . . 

Workmen’s Superannuation Fund 

Co-partnership 

State Insurance 


Total Expenditure 

Balance earned to Net Revenue Account (E) 


£ 

s 

d 

287,626 

8 

7 

3rX44 

9 

2 

10,221 

XQ 

2 

30,837 

ig 

3 

69,267 

3 

2 

32,561 

0 


31,078 

11 

8 

13,803 

0 

2 

21,126 

16 

10 

976 

5 

4 

1,280 

10 

6 

14,760 

17 

J 

3,600 

0 

0 

6,709 

7 

5 

13,352 

16 

6 

400 

0 

0 

2,317 

18 

5 

7,642 

3 

5 

303 

n 

so 

6 

lb 

0 

622 

X9 

0 

8,964 

IZ 

0 

648 

X9 

0 

346 

4 

6 

10,284 

15 

3 

1,633 

II 

8 





401,097 19 


99*344 14 

8,19(3 4 


16,041 7 


581,595 IX 
99,969 18 


^681,565 10 


E.— NET REVENUE ACCOUNT FOR THE YEAR ENDED 
DECEMBER 31, 19... 

Dr. 


To Interest on Debenture Stocks and Mortgages 

„ Interest on Deposits for Gas •• 

„ Interest 

„ Income Tax 

„ Dividend for Half-year ended June 30, 19. . .. .. 

„ Balance of Net Profit available for Dividends to December 31, 19. , 


£ 

s 

i8,86g 

8 

118 

10 

6,805 

7 

34*347 

13 

46,983 

0 

fio7,i23 

X9 
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D.-— REVENUE ACCOUNT FOR THE YEAR ENDl-^D 
DECEMBER 31, xt). .—continued. 


By 


Sat-b of Gas — 

Private Consumers — {60,47?) 

Croydon and Carshalton Districts at 8 !d. and 9',d. 

per Therm . . . . . 

Caterham District at g-Jd. and 10 ;d. per Therm . 
Public and Contract Lighting 

Rental 0/ Meters— 

Ordinary : Company’s . . . . . . . . 3*, 496') 

Consumers' . . . . . » . , 349 J. 

Prepayment - 47, 633 J 

Rental of Gas Stoves (Cooking, 40,476 ; Heating, 

ax,ip8) 

Rental of House Fit tings 

Sals of Residual Products — 

Coke, Uixs Labour and Callage 

I 3 iGe*e, /«s Labour and Cartage 

Far, less Labour and Cartage 

Sulphate of Ammonia, less Labour and Cartage . . 

Rents Receivable 


L 

s. 

ll 

. 47,815 

7 

5 

29,819 

15 


16,717 

U 

3 

10,448 

TI 

6 

23.455 

14 

4 

6,513 

U 

I 

96,884 

1 1 

II 

20,401 

13 

y 

12,644 

9 

4 

6,8r»4 

2 

}\ 


iC 




49,306 


136.734 

IJihi) 


Cm . 


s d. 


17 7 


Note, — Paid for Wages, Salaries, 
and Donus during the last 3 years — 
19. , — £191,217 
19 ■ — ii79,oi5 
19* • — £ib6,ta8 


£681,565 


E.-NET REVENUE ACCOUNT FOR THE YEAR ENDED 


DECEMBER 31, n). .—cmUwucJ. 

Cr. 



c 

s. 

d. 

i 

s. 

d. 

By Balance from last Account •• .. 

39.545 

*4 

r 




Less Dividends for the Half-year ended December3 1, 







last year * •• .. 

33.074 

7 

6 




„ Income Tax 




'6^2 

14 

7 

„ Balance from Revenue Account (D), being Proht for 







the year ended December 31, ig. . . , 




Qtj.gi.o 

18 

7 




J 

£107,123 

19 

y 




M.— GENERAL BALANCE SHEET ON DECEMBER 31 , 19.., 


To CAPrxAL Account (C) Balance . . . . 

,, Nbt Revenue Account (E) Balance 
,, Reserve Fund Account (F) Balance 
„ Insurance Fund Account (G) Balanci 


, Insurance Fund Account (G) Balance 

Renewal Fund Account (H) Balance 

Trustees op Pension and Widows and Orphans’ 

Funds 

Less Invested X • • • • 

, Co-Pautnerskip Trustees .. 

, Creditors— 

Unpaid Dividends 

Unpaid Debenture Interest 

Plant, Coal, Stores, etc. . . . . . . . . . . . . 

Deposits for Gas and Interest 

Interest on Debenture Stocks and Moitgages 
Temporary Loan 


t i 3 i »763 9 S* 9 ^* 3 l % Conversion Inscribed Stock, 
1961. 

1(6,538 15s. ad. 3 1945 Queensland Inscribed Stock. 








THE DOUBLE-ACCOUNT SYSTEM 


553 


F.— RESERVE FUND ACCOUNT FOR TFIE YEAR ENDED 
DECEMBER 31, 19,. — continued. 


Cn. 



£ 

S. 

d 

By Balance from last Account 

56,616 

13 

7 

,, Interest . . 

2,618 

17 

10 



II 

5 


G. - INSURANCE FUND ACCOUNT FOR 'ITIE YEAR ENDED 
DECEMBER 31, 19.. — continued. 

Ck. 



£ 

%. 

d. 

By Balance from last Account . , , . . . 


4 

6 

„ Interest 


U 

4 



16 

xo 


M— GENERAL BALANCE SHEET ON DECEMBER 31, 19-.— com/. 


Cr. 



1 

s. 

d. 

1 

s. 

d. 

By Cash at Bankers 

23,184 

10 

10 




„ Cash at Offices 

262 

6 

4 








23.467 

8 

2 

„ Tieasury Bills 




19,8x0 

12 

3 

„ Amounts Invested — 







Reserve Fund 


10 

0 




Insurance Fund . . 


0 

0 








37,354 

XO 

0 

,, Stock — 







Coal and Oil . . * • 

30,512 

3 

I 




Coke and Breeze 

1,740 

la 

0 




Tar, Liquor, and Sulphate of Anitnuuirt . . . . 

4/741 

0 

2 




Sundry Stores « . • - • • 

4 <', 53 V 

6 

10 




„ Debtors — 



— 

— 

83.533 

It 

r 

Gas, etc., to : 







September 30, 19 3 5 







December 31, 19. . .. .. 114,454x4 5 







■ — 

116,361 

15 

10 




Coke and other Residuals 

16,432 

4 

4 




Sundries * . 

16,010 

11 

a 







— 

I 49 . 4 U 7 

IX 

4 

„ Gas Stoves, etc. • . . • . . 




59.360 

3 

1 

„ Motor Vehicles »« •• •• 




3 .-J 53 

15 

1 

„ Capital Account (C) Balance . . . • 






— 





£376,195 

XI 

0 










5S4 f 
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(Including preliminary adjustments rendered necessary by the agreement with the L.C.C.) 
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EXAMINATION QUESTIONS. 

1 . Differentiate between the terms “ double-account system ” and 
“ double-entry system.” 

In what classes of undertaking is the former system used ? {London 
Chamber Commerce.) 

2 . What is meant by the Double-Account System and to what c!a.ss of 
undertakings does it apply ? Draw up a pro forma Balance Sheet on the 
double-account system. {Incoiporated Accountants.) 

3 . Briefly describe the dominating principle which governs the form in 
which the accounts of Parliamentary Companies working under the double- 
account system are framed. {Royal Society Arts.) 

4 . Briefly contrast the double- and single-account systems of presenting 
accounts. It is sometimes stated that no adjustments of the assets shown 
in the Capital Account of a parliamentary company are possible. Criticise 
this statement. {Chartered Iiutitute Secretaries.) 

5. “ Companies to which the double-account system is applied are 
deemed to be permanent undertakings, and, provided they maintain an 
equivalent equipment to that with which they started, provision for depre- 
ciation is unnecessary.” 

Do you approve of this statement ? Give reasons for your opinion, 
and, if you consider that such provision is necessary, stale how it can be 
effected in accounts prepared under this system. (Chartered Accountants.) 

6. A text-book states that, under the double-account system, “ Capital 
Expenditure is stated at its original cost price at which it must remain, no 
adjustment of the assets being permitted.” 

Briefly state your views with reference to the above contention. {Chartered 
Accountants.) 

7 . From the following figures prepare the Receipts and Expenditure on 
Capital Account and General Balance Sheet of the Loamshire Railway 
Company for the year ended December 3J, 19. . : — 

Lines open for Traffic, expended to December 31, 19.., £36,417,334; 
Ditto, expended during the year, £64,335 ; Steamboats, expended to 
December 31, 19-., £741.685 ; Ditto, expended during the year, £436,462 ; 
Rolling Stock, expended to December 31, 19. ., £7,543,641 ; Ditto, expended 
during the year, £193,433; Hotels, expended to December 31, 19.., 
£394,446 ; Ditto, expended during the year, £5,963 ; Stociis and Shares 
issued to December 31, ig.., £30,330,441; Ditto, received during the 
year, £4,313,403; Debentures, issued to December 31, 19.., £10,105,166; 
Ditto, received during the year, £1,340,000 ; Superannuation Fund, 
£3,413,678 ; Cash at Bankets, £568,321 ; Accounts Payable, £1,341,633 ; 
Depreciation Fund, £3,161,331 ; Stoclrs, Stores, and Materials, £3,664,675 ; 
Investments, £3,311,377 ; Outstanding Traffic Accounts, £1,968,431 ; Unpaid 
Interest, £9,643 ; General Reserve Fund, £3,000,000 ; Net Revenue Account 
(Credit Balance), £1,261,430; Accounts Receivable, £2,567,411. {Royal 
Society Arts.) 

8. From the following particulars draw up (i) the Balance Sheet of a 
company as on June 30, 19.., on the single-account system, and (3) the 
Capital Account and General Balance Sheet as on the same date on the 
double-account system : Nominal Capital, £300,000 ; Subscribed Capital, 
£260,000 ; Debentures at 5 %, £40,000 ; Trade Creditors, £16,000 ; Reserve, 
£15,000 ; Trade Debtors, £38,000 ; Cash in hand and in Bank, £35,000 ; 
Investments (Reserve), £15,000 ; Stock, £24,000. 

Expenditure to previous June 30: Land, £13,000; Shafting, etc., £135,000 ; 
Machinery, £40,000 ; Buildings, £13,000. 
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The expenditure during the year ended June 30, ig.., was £25,000, 
£25,000, and £10,000 on the last three items, and a Depreciation Fund of 
£25,000 had been created. The balancing item of £16,000 may be taken, 
for the purposes of this question, as profit of the company. 

In what cases is the double-account system compulsory by Act of 
Parliament ? 

What advantages and disadvantages does this system possess ? 

Illustrate your answer from the above problem. {Incorporated Accoun- 
tants.) 

9 . From the following figures of the Townway Railway Company, prepare 
the Capital Account for the year ended March 31, ig.., and the General 
Balance Sheet as at March 31, 19. . ; — 

Expenditure and Receipts to previous March 31 : Permanent Way and 
Overhead Equipment, £451,500 ; Buildings, £3,000 ; Power Station, 
£210,000 ; Rolling Stock, £60,000 ; 6 % Debentures, £150,000 ; S % Pre- 
ference Shares, £300,000 ; Ordinary Shares, £300,000. 

Expenditure and Receipts of the year : Peinianent Way, etc., £60,000 ; 
Power Station, £15,000; Rolling Stock, £1,800; Ordinary Share Capital, 
£150,000; Reserve Fund, £150,000; Creditors, £38,520; Depreciation 
Fund, £75,000 ; Investments, £180,000 ; Stocks and Stores, £28,000 ; Cash 
in hand and at Bank, £154,220. {Incorporated Accountants.) 

10 . Give the forms of accounts for railways as prescribed by Act of 
Parliament, namely : Receipts and Expenditure on Capital Account ; 
Revenue ‘Account ; Net Revenue Account ; General Balance Sheet ; and 
enter up each of the following items in its appropriate account : — 


Expenditure on Line open for Traffic . , . . 1,000,000 

Expenditure during Current Half-year on 

Traffic 210,000 

Share Capital received .. 1,100,000 

Share Capital received during Current Half- 

year 50,000 

Maintenance of Ways, Works, and Stations . . 10,000 

Trafiic Receipts 100,000 

Interest on Loans i ,000 

Cash at Bankers 70,000 

Temporary Loans . . 50,000 

General Stores 9,000 


£1,300,000 £1,300,000 


{Incorporated Accountants.) 

II. Draw up from the following figures a Revenue Account, Net Revenue 
Account, and General Balance Sheet of the East and^West Railway in the 
piescribed forms : Maintenance of Way, £7,033 ; H^laicoraotive Power, 
£9,909; Passengers Carried, £18,418 ; Parcels Carried, £4,078 ; Rates and 
Taxes, £2,056 ; Rent Charges and Chief Rents paid, £533 ; Mails Carried. 
£669 ; Merchandise Carried, £13,651 i Minerals Carried, £i 4 . 34 ^ i Traffic 
Expenses, £9,235 ; Rent paid on Leased Line, £2,062 ; Carnage and Wagon 
Repairs, £2,580 ; Interest on Debenture Stock, £4,217 i Credit Balance 
from last half-year’s Revenue Account, £576 ; Forged Transfers Fund, 
£S97 ; Compensation (accidents and losses), £439 ; Debts due to odier 
Companies, £569; Rent Charge, Stock Guaranteed Dividend, £2,602; 
Sundry Creditors, £11,994 ; Invested in Consols, £502 ; General Stores, 
Stock on hand, £10,653 ; Cash at Bankers, £11,038 ; Bank and (icneral 

37 
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Interest, £80 ; Fire Insuiance Fund. £1,716 ; Traffic Accounts due to 
Company, £7,269 ; Balance at credit of Capital Account, £3,432. {Chartered 
Accountants.) 

12 . Draw out Trial Balance, and prepare Balance Sheet setting out the 
headings thereon in the order that seems to you applicable. 

Balance to debit of Capital Account, £4,292,000 ; Amounts due to other 
Railway Companies and Committees, £258,550 ; Amounts due to Railway 
Clearing House, £24,850 ; Amounts due by Railway Clearing House, 
£43,231 ; Amounts due by Postmaster-General, £134,833 ; Investments in 
Government Securities, £8,120,000 ; Amount to credit of Savmgs Bank 
Committee, £2,270,154 ; Amount to credit of Superannuation and other 
Provident Funds, £2,142,908; Accounts payable by Company, £1,119,584; 
Fire Insurance Fund, £507,377 ; Railway Depreciation Fund, including 
arrears of Deferred Maintenance, £9,839,456 ; Steamboat Depreciation 
Fund, £1,503,013 ; Depreciation Funds Subsidiary Businesses, £514,760 ; 
Investments in Stocks and Shares of other Companies, £1,343,626 ; Stock 
of Stores and Material, £1,898,231 ; Amounts due by other Railway Com- 
panies and Committees, £534,584 ; Dividends and Interest unclaimed, 
£81,907 ; Investments on account of Superannuation and other Funds, 
£125,000 ; General Reserves, £750,000 ; Reserves for Contingencies, 
£1,250,000 I Interest and Dividends payable by Company and accruing or 
provided for, £609,660 ; Interim Dividends paid, £1,855,770 ; Traffic 
Accounts Receivable, £501,515 ; Cash on Deposit at Interest, £4,920,000 ; 
Balance at Bank, £1,820,000; Cash in hand, £114,525 ; Liabilities accruing, 
£620,797 ; Balance of Account No. 9 available for Dividends and Reserves, 
£s.oii,8o8; Amounts Receivable, £801,509. (Incorporated Accountants.) 

13 . The books of the Wellesley Electric Lighting Corporation, Ltd., 
show the following Receipts and Payments on Capital Account for the first 
yiar ended December 31, 19.. : Ordinary Shares of £10 each, £30,000; 
Preference Shares of £10 each, £25,000 ; Lands Purchased, £6,000 ; Buildings, 
£7,400 ; Machinery, £15,000 ; Distributing Stations, £2,000 ; Maiqs, 
£io,ooo ; Transformers, £500; Meters, £1,500; Instruments, £150; 
Furniture, £50 ; Tools, £30 ; Provisional Order and Law Costs, £5,000. 

The following additional expenditure was made during the following year ; 
Buildings, £140 ; Machinery, £100 ; Distributing Stations, £185 ; Trans- 
formers, £65 ; Meters, £20 ; instruments, £10 ; Tools, £10 ; Public Lamps, 
£114. Prepare the statutory Capital Account of the Company as at the 
close of the second year. (Incorporated Accountants.) 



Chapter XIV 


DEPARTMENTAL AND BRANCH ACCOUNTS. FOREIGN 
BRANCH ACCOUNTS 

I. Departmental Accounts. 

When a selling organisation is conducted on modern lines, whether 
it be a wholesale or a retail organisation, the business is usually sub- 
divided for administrative purposes into appropriate departments. 
Thus, for example, a dealer in leather goods may sub-divide his business 
into the following departments : — Ladies’ Bags, Fancy Goods, Fitted 
Cases, Suit and Attache Cases, Dog Equipment, Miscellaneous, etc. 
Insurance companies are compelled by Statute to departmentalise 
their activities as between Life, Fire, Accident, Employers’ Liability 
insurance, etc. Departmentalisation is equally applicable to services, 
e.g. piano-tuning, and the division adopted may be founded upon the 
areas served, or upon any other convenient basis. It is also adapted 
to manufacturing businesses, and the principles are the same. The 
last aspect is further considered in the chapter on Cost Accounting. 

For administrative purposes, this sub-division of activities is 
usually accompanied by a corresponding sub-division of the accounting 
records, in order that the trading results of each department may be 
ascertained separately. 

Necessity for Sub-Division. — In a business which deals in several 
commodities, departmental accounts are imperative. Intelligent 
management cannot otherwise be secured. If the business as a whole 
shows a profit, that is no indication that some of its departments are 
not being worked at a loss. Experience amply demonstrates that, in 
this type of business, departments may be run at a loss for long periods 
unknown to the management, until the fact is brought , to notice 
through accident, or some outside cause. It is true that, sometimes, a 
department is deliberately conducted at a loss in order to attract 
customers, but though the loss be intentional, the actual cost of this 
particular mode of advertisement should be known to the management. 

Purchases. — In order to ascertain the trading results of each depart- 
ment, the records must be arranged to facilitate analysis. Usually, it 
is inconvenient to keep separate purchases ledgers fbr each department, 
since any one transaction may be distributed over more than one 
department. The business wdll also need a comprehensive survey of 
its dealings with its creditors. This, however, is no bar to the analysis 
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Private 

or 

Nominal 

Ledger. 

•6 

tn 


Ledger 

Folio. 


Department. 

d 


(A 


u 

•d 

(A 

•-Hi 

(fl 

-d 

(A 

Si 

< 

’6 

in 

SI 

Total. 

-d 


S5 

Ledger 

Folio. 


Particulars. 


i 

2 ; 


Invoice 

No. 

1 

a; 

0 



of the purchases. Occasionally this 
analysis is made on the face of the 
invoices, credit being also given for 
the discount due to each department 
on its share of the invoice. This 
practice is not commendable, and the 
analysis of the invoices in a properly 
ruled Departmental Purchases Book 
is more usual and dependable. If 
one central store is maintained, the 
goods will usually be issued to indi- 
vidual depai'tments on the imprest 
system — similar to the method advo- 
cated for keeping the Petty Cash, the 
issues being analysed in an Issues 
Day Book. As stated above, the 
purchases should be recorded in a 
columnar Departmental Purchases 
Book, ruled as here shown. 

In modern practice, loose sheets 
are frequently used for this purpose, 
and afterwards inserted in a binder 
for safety until the end of the finan- 
cial period, when they can be removed 
to transfer cases for storage. The 
most modern development is to omit 
all names and particulars, merely re- 
ferring to the invoice number. Special 
adding and tabulating machines may 
be employed to make the analysis. 
The total column is used for posting 
to the personal ledgers and for checking 
the cross casts. The summations of 
the analysis columns are posted to a 
columnar purchases account in the 
Nominal Ledger, with the exception 
of the “ Private or Nominal Ledger ” 
items. The latter consist of “ capital ” 
and similar purchases, and are posted 
in detail to the appropriate accounts. 
Returns are similarly dealt with. 

Sales. — Where customers buy 
from one department only, it may 
be practicable for each department 
to keep its own sales ledgers, but 
it more usually happens that each 
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customer’s account includes goods from several departments. In 
such a case, separate ledgers would be impracticable. Moreover, 
customers generally prefer a combined statement, and the manage- 
ment should know the full extent of each customer’s indebtedness. 
For these reasons, the Sales Ledgers must be centralised in the 
counting house, and separate Sales Books or Analyses provided. 
Analysis is generally necessary, as many orders will cover several 
departments. The necessary analysis may be done either in a 
Departmental Sales Book, or on loose sheets. Returns inwards 
must also be suitably analysed in a columnar Departmental Returns 
Book. The ruling and posting of the Books or Analysis Sheets for 
departmental sales and returns are similar to those for departmental 
purchases given above. Cash sales are dissected at the close of each 
day and recorded in a columnar Departmental Cash Sales Book ; from 
thence they are entered in daily or weekly totals in the General Cash 
Book and posted to the credit of the respective departments. 

Stock. — If stock ledgers are kept, these will be departmentalised, 
except in respect of goods still in the central store (if any). In any case, 
stock-taking must be recorded departmentally. 

Other Trading Account Debits. — All expenses solely and neces- 
sarily incurred in putting goods into saleable condition must be ana- 
lysed as between the various departments, usually a fairly simple task. 
Carriage Inwards should be attached to the goods on which it is 
incurred. If a central store is in operation, the issue price can be made 
to include carriage. Wages generally can be definitely charged to the 
respective departments. Warehouse Expenses may have to be appor- 
tioned on the turnover of, or the average stock held, or the square 
feet occupied, or the number of articles sold by, each department, or 
upon some other equitable basis. 

Gross Profit. — ^Where the accounts are kept on the above basis, 
departmental trading accounts are easily prepared, and the respective 
grass profits ascertained. In some cases, the separation of results is 
not carried beyond this point, but in others the whole of the expenses 
are analysed, and the net profit of each department is determined. 

Departmental Profit and Loss Accounts, — Only in rare cases are 
the expenses spread evenly over the departments. For this reason, the 
gross profits shown may not be indicative of the net results achieved. 
The class of goods, the position occupied by the department in the 
store, and similar considerations must be taken into account, and it 
may well happen that a large gross profit is more than absorbed by 
office and selling expenses. Departmental Profit and Loss Accounts 
are, therefore, generally spealdng, essential, in order to ensure that 
not only the business as a whole but that each department is earning 
an adequate net profit. Further, these accounts facilitate the collection 
and comparison of results period by period, and often disclose valuable 
information regarding the ratio of expenses incurred by each depart- 
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ment, the trend of public taste, seasonal demands, relative working 
capitals, average yields, etc. The slight additional labour and expense 
involved in preparing these departmental accounts will almost invariably 
be more than made good by the additional grip they afford upon the 
business, revealing as they do where expansion or retrenchment is 
necessary. 

Allocation of Expenses. — Where the expenses are incapable of direct 
analysis, one or more of the bases mentioned above as applicable for 
warehouse expenses may be adopted for suitable items of expense, 
but each item must be judged on its own merits, taking into considera- 
tion the circumstances in which it arose. The following general rules 
are usually applicable : — 

(1) Expenses directly incurred in selling and secwing paysnent for 
goods should be charged against the departments in proportion to the 
total sales of each department. 

Office organisation expenses, travellers’ commission and expenses, 
and superintendence and administration charges fall under this heading. 
Discounts also are usually apportioned on this basis, although, strictly 
speaking, they ate more praperly apportionable on the basis of the 
turnover for the periods in which the relative sales were made. If 
the turnover is fairly constant and the discounts are small, the results 
will be approximately accurate ; but, in many businesses, the turnover 
is seasonal, and the “ lag ” of discount allowances should be taken into 
account. For example, if three months is allowed for payment, the 
January sales will be reflected in the April discounts, so that the dis- 
counts for the year January ist to December 31st would be more 
properly apportioned on the basis of the sales from October ist to 
September 30th. 

(2) Expenses directly incurred on behalf of any department should be 
charged to that department. 

Such expenses may include boxes, packing materials, certain 
insurances, bad debts, special departmental salaries and commissions, 
departmental catalogues, samples, etc. Advertising can generally be 
allocated to individual departments, but inasmuch as every advertise- 
ment usually includes a general “ house ” advertisement, the proportion 
of the space occupied by these general advertisements, which benefit 
the whole business, should be apportioned over all the departments, 
e.g. on the basis of sales. Depreciation can generally be directly based 
upon the value of the assets employed in the department. Insurance, 
according to its kind, will be based upon the value of the assets covered, 
or the wages paid, etc. 

(3) Expenses chargeable against the business generally, for example, 
Rent, Rates and Taxes, Lighting and Heating, etc., should be apportioned 
on the basis of (a) Relative effective square feet occupied by the 
department, or \b) valuation or assessment of the space occupied, or 
(c) relative average value of the stock held by the department, or 
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(d) turnover, i.e. relative value of the departmental sales, or (e) number 
of articles sold. 

Heating, Lighting, and Power may be based on metered consump- 
tion, or the number of lamps, or of points wired, or on the wattage of 
lamps, or on the effective square or cubic feet occupied, or on the 
number of machines at work, etc., according to circumstances. 

The type of bu.siness, the character of the stock, the departmental 
trading methods employed, and, in retail stores, the relative position 
of the department must also be considered when allocating expenses 
under this head. A department on the top floor may have a large 
window assigned to it on the street level, and may have an efficient 
lift service, both of which counteract its relatively poor position. 
Departments dealing in bulky stocks of small value cannot be treated in 
precisely the same way as departments selling small but costly articles. 
New departments need treatment somewhat different from fully 
established departments. The aim must be to make each department 
bear its just, but no more than its just, share of these expenses, and that 
calls for the exercise of the judicial virtues. Rent, for example, may be 
based on floor space occupied, but, in some cases, the relative value 
of the position occupied by the department should also be taken into 
account. 

(4) Departments may be charged with interest, calculated on the 
estimated amount of capital that each department employs. 

The capital sum to be charged with interest is found by adding to the 
average value of the stock held during a trading period, the average 
value of the outstanding book debts for the period, and then deducting 
the average liabilities for the period. When determining the average, 
the number of times the stock is turned over has to be considered. 

Credits to Profit and Loss Account. — The character of the credits 
and the respective claims of the departments determine the allocation 
of these items. The necessary analyses are usually most conveniently 
made on loose sheets, unless the departments are so few in number 
that analysis columns can be provided in the subsidiary books and 
ledger accounts. 

lnter.>Departmental Transactions. — Invariably there will occur a 
number of inter-departmentai transfers of goods and/or services. 
It is quite inaccurate to add these transfers to the sales and purchases 
of the departments concerned, since both will be unduly inflated, and 
the results will be useless for purposes of comparison, more so if such 
transfers are considerable. If the goods are transferred at cost, the 
credit should certainly not be made to the sales of the transferring 
department ; if the transfer is made at selling price, the debit should 
not be made to the Purchases Account of the receiving department. 
Both entries should be made to separate Transfers Accounts. Fre- 
quently the transfers are made at a price slightly above cost in order 
to povqr the expense of handling. It is obvious, therefore, that 
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transfers should be reduced to a minimuna. The various Transfers 
Accounts will be carried in due course to the Departmental Trading 
Account (debit receiving department ; credit issuing department) as 
separate items in the appropriate department figures, or they will be 
adjusted in the Purchases Accounts of the departments concerned. 

Form of Combined Accounts. — ^T-'be combined Trading and Profit 
and Loss Accounts are usually prepared in columnar form, with a 
column for each department and a total column. The net profits 
are carried to the General Profit and Loss Account, which usually 
takes the form of an Appropriation Account, Detailed rulings will 
be found in Accounting, Chapter XVI. 

Illustration. — The Trial Balance on p. 570 was extracted as on Decem- 
ber 31, 19, ., from the books of Dickson Brothers, the two partners being 


TRADING AND PROFIT AND LOSS ACCOUNT FOR THE YEAR 
ENDED DECEMBER 31, 19... 

Dr. 



Depart- 
ment A, 

Depart- 
ment Bs 

Depart- 
ment C. 

Total. 


t 

s. 

d. 

£ 

s. 

d. 

1 

5. 

d. 

t 

s. 

d. 

To Stock 

1,143 

16 

4 

986 

14 

6 

264 

Z2 

5 

2,395 

3 

3 

,, Purchases 

3,465 

14 

z 

3.244 

I 

3 

1,411 

2 

3 

8,120 

17 

7 

„ rraosfets 




120 

X 

0 

30 

0 

8 

150 

X 

8 

„ Carnage loTPards > . . . 

j 8 

0 

6 

18 

0 

G 


0 

3 

45 

X 

3 


4,627 

10 

XI 

4,368 

17 

3 

1,714 

15 

7 

10,711 

3 

M 

,, Balance being Gross Profit earned down 

1.734 

17 

3 

1,059 

6 

0 

255 

5 

0 

3.049 

8 

Q 

i 

6,362 

8 

2 

5.428 

3 

3 

1,970 

0 

7 

15,760 

X2 

H 

To Rent, etc 

325 

18 

7 

325 

18 

7 

162 

19 

4 

814 

16 

6 

„ Wages and Salanea 

256 

14 

0 

256 

24 

0 

128 

7 

0 

641 

15 

0 

„ Discounts and Allowances 

18 

16 

10 

18 

16 

10 

9 

8 

5 

47 

2 

1 

,, Advertising and Catalogues 

132 

9 

9 

132 

9 

10 

66 

4 

xz 

331 

4 

6 

„ Bad Debts 

63 

^9 

ZI 

63 

29 

10 

31 

19 

IZ 

159 

19 

8 

„ Addition to Bad Debts Reserve . . . . . . 

2 

14 

3 

2 

14 

2 

I 

7 

z 

6 

IS 

6 

„ Printing and Stationery 

27 

II 

9 

27 

11 

9 

13 

15 

zo 

68 

19 

4 

„ Commission 

44 

5 

7 

44 

5 

7 

22 

2 

10 

1X0 

14 

0 

„ Postages, etc 

37 

13 

8 

37 

13 

8 

tS 

16 

IQ 

94 

4 

2 

,, Insurance 

12 

2 

2 

Z2 

2 

2 

6 

I 

Z 

30 

5 

5 

„ General Expenses . . 

42 

6 

0 

42 

6 

0 

21 

3 

0 

105 

15 

0 

Depreciation on Furniture 

20 

0 

0 

20 

0 

0 

10 

0 

0 

50 

0 

0 


984 

12 

6 

984 

12 

5 

49 * 

6 

3 

2,461 

II 

2 

Balance carried down being Net Profit for 













the year 

750 

4 

9 

74 

23 

7 

237 

1 

3 

587 

17 

I 

i 

1.734 

17 

3 

1,059 

G 

0 

355 

5 

0 

3.049 

S 

3 


Dr. 


To Interest on Capital 

„ H. Dickson, Share of Profit , . . . . , , , 

„ G. Dickon, Share of Profit . . . . . . . 

£237 23 7 

237 13 6 

i 

250 

475 

s. 

0 

d. 

0 







£725 

7 

I 
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equal partners. You are required to prepare Departmental Trading and 
Profit and I^ss Accounts and a Balance Sheet. 

When preparing the necessary accounts, make the following provisions 
as on December 31, 19. . : — 

(i) Credit the partners with interest for the year on their Capital 
Accounts at 5 % per annum. (2) Debit the paitners with 5 % on their 
drawings. (3) Write off bad debts amounting to £159 19s. Sd., and there- 
after increase the reserve for doubtful debts to 5 % of the book-debts 
outstanding. (4) Provide for a stationery account owing at December 31st, 
e-stimated to amount to £20. (5) Write to % off the furniture and 

fittings. (6) Of the £40 ss. sd. paid for Insurance Premiums, £10 relates 
to the period after December 31st. (7) The value of the Stocks on hand 
as on December 31st were as follows : Department A, £1,046 4s. ad. ; 
Department B, £1,000 is. 3d.; Department C, £493 19s. iid. (8) A 
stock of catalogues remains on band valued at £30, which has not yet been 


TRADING AND PROFIT AND LOSS ACCOUNT FOR THE YEAR 
. ENDED DECEMBER 31, ro. . — continued. 

Ca. 

Depart" Depart- Total, 
ment B. ment C. 



‘Dra«rmgs have been aasiimed to be made equally over Ibe whole year. 
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adjusted in the books. (9) Inter-departmental transfers were made at 
cost price. (10) All expenses are to be allocated between the departments 
in the proportion 2:3:1. 


TRIAL BALANCE, DECEMBER 31, tg... 

Dr. Cr. 




s. 

d. 

£ 


d. 

Capital Accounts. : — 







H. Dickson 




3.333 

6 

8 





1,666 

13 

4 

Drawings 







H. Dickson • . 

400 

0 

0 




G. Dickson . . . . 

300 

0 

0 




Stock, January ist : — 







Department A 

1,143 

iG 

4 




Department B 

986 

14 

6 




Department C 

264 

ra 

5 




Purchases (Gross) : — 







Department A . . 

3,465 

14 

1 




Department B * 

3»244 

1 

3 




Department C 

1,411 

3 

3 




Sales : — 







Department A 




5,519 

9 

5 

Department B 




4.730 

X 9 

b 

Department C 




1,576 

19 

10 

Inter-departmental Transfers; — 







Department A 




150 

1 

S 

Department B 

120 

T 

0 




Department C . . . , . . , . . . 

30 

0 

8 




Returns Inwards : — 







Department A 

353 

7 

I 




Department B , . . . 

302 

17 

6 




Department C . 

100 

19 

2 




Wages and Salaries , . 

641 

15 

0 




Advertising and Catalogues 

361 

4 

6 




Dividends on Shares in XY Co., Ltd. , . . . . . . , , . 




120 

0 

0 

Shares in XV Co,, Ltd. . . . . . . . 

3,000 

0 

0 




Sundry Debtors . . . . . . 

S93 

9 

8 




Printing and Stationery 

48 

19 

4 




Sundry Creditors , . . 




549 

5 

2 

Carriage Inwards . . . . . 

45 

I 

3 




Commission 

no 

r 4 

0 




Postages, Telegrams, and Telephone . . 


4 

2 




Reserve for Bad and Doubtful Debts (as at January ist) 




30 

0 

0 

Rent, Rates, and Taxes 

S14 

16 

6 




Furniture and Fixtures . . 

500 

0 

0 




Insurance 

40 

5 

5 




General Expenses . . 

105 

15 

0 




Bank Balance 




151 

r 7 

7 

Discounts and Allowances 

47 

3 

I 





£17,828 

13 

3 

£17,828 

13 

2 


II. Branch Accounts. 

Branches may be described as departments conducted at a distance. 
We are not here concerned with that more modern extension commonly 
termed a Holding Company (see p. 464) and its subsidiaries, since a 
subsidiary company has a distinct legal existence, whereas a branch is 
essentially a part of the business as a whole. 

General Principles. — In a general text-book it is not possible or 
even desirable to attempt to deal with every form of relationship between 
a Branch and its Parent House, since the exact relationship is determined 
by the particular needs of the case. All that is attempted here is an 
.explanation of the underlying principles applicable to all cases alike, 
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which, once they are clearly grasped, can easily be adapted to any set 
of circumstances. 

The simple book-keeping system, adequate for the sole trader, 
with a single office or shop, is naturally inadequate to a series of 
establishments controlled by a central management. In multiple 
concerns, the buying is generally done by the Head Office, and ade- 
quate checks on the honesty and efficiency of the Branch management 
are necessary, if the undertaking is to be controlled effectively. 

Requirements of EiHcicnt System. — To be satisfactory, a system 
of Branch book-keeping should afford : — 

(a) Facilities for ascertaining at any time the trading results of 
each branch. 

{b) Efficient checks on the honesty of the Branch staffs. 

(c) Prompt information on all matters affecting proper super- 
vision and control. 

{d) Material for making useful comparisons as between branches 
and as between trading periods. 

Suitable statistical returns must also be devised for dealing peri- 
odically with such matters as stock required ; orders in hand ; orders 
not yet commenced ; special local requirements ; customers’ com- 
plaints ; stock on hand ; accounts due and overdue ; and so on. 

The class of business, the distance of the Branch from the Head 
Office, the perishability of the stock, the possibility of internal check at 
the Branch, together with the degree of control which is desirable 
and possible, determine the accounting methods to be adopted. It is 
obvious that vastly different methods are necessary for such different 
businesses as Banking, Insurance, Wholesale Provision Merchants, 
General Carriers, Retail Merchants, to mention a few only. It is 
proposed to confine this chapter to retail establishments, since the 
conduct of retail branches is the most complicated , in view of the fact 
that in addition to cash, stocks are involved. 

Kinds of Branches. — Broadly speaking, branches can be divided 
into two main classes ; — 

(a) Mere selling agencies, keeping no independent accounts 
other than those relating to sales and petty disbursements. 

(b) Branches that keep independent books and record all their 
transactions. 

Class (a) chiefly consists of businesses dealing in everyday require- 
ments suitable for sale in all or most districts alike ; class (b) embraces 
all such businesses as deal in goods that are affected by fashion or local 
custom, and which, for their effective conduct, require that the Branch 
Managers shall be allowed some discretion in the purchase of goods. 
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Methods of Invoicing Goods to Branches. — Three methods 
are employed when invoicing goods sent from Head Office to the 
Branches, viz. : — 

(a) At cost price, i.e. in a manufacturing business, at works cost ; 
in a non-manufacturing concern, at net invoice price. 

(b) At a definite percentage on cost. 

(c) At the retail selling price of the goods. 

Branch as Agency. — Here the Branch may be but a mere feeder of 
and collector for its Head Office, which executes all orders. Petty 
disbursements will be dealt with on the imprest system, the imprest 
being replenished from Head Office. Orders will be entered in carbon 
duplicating Order Books, and, if the Branch collects accounts due, 
a Cash Book will be kept to record amounts paid by customers. Plead 
Office will forward periodically to the Branch a schedule of all amounts 
outstanding. This, frequently, takes the form of carbon copies of the 
invoices, which can be marked off when paid. Cash received must 
be banked intact daily, or as often as the branch bank is open. If coin 
is required for change, a cash “ float ” should be instituted. Regular 
periodical returns, usually bi-weekly or weekly, should be sent to the 
Head Office by the Branch Manager. 

Branch as Independent Trader. — A Branch trading independently 
will execute its own orders, wholly or partly from stock obtained from 
the Head Office. It may be allowed to make direct purchases, and may 
collect, and be answerable for, its own book debts, and be allowed to 
keep a separate banking account and discharge its own liabilities. 
In such cases, periodical returns and remittances will be made to the 
Head Office. Stock sent from the Head Office will, in these circum- 
stances, usually be invoiced at cost, or with a slight addition for handling. 

The Branch frequently, however, is not allowed to make any 
purchases or any disbursements other than petty expenses. All stock 
is supplied from Head Office, the Branch making the sales. In such 
cases, the Branch may be allowed to keep its own Sales Ledgers and 
collect amounts due, or this work may be done by the Head Office. 
In the latter case, copies of all invoices must be forwarded to the Head 
Office with the bi-weekly or weekly reports. In either case, all cash 
takings must be banked or remitted direct to the Head Office intact. 
The Branch will credit Head Office Account with stock and cash 
received) and debit it with remittances and any returns, discounts, and 
allowances. Where the Head Office collects the debts, separate branch 
day books or summaries of invoices, and separate sales ledgers, and 
cash columns will be instituted. 

Central District Depots. — In a concern with branches widely 
scattered, it may be necessary to have central warehouses at convenient 
centres, so that goods may be distributed quickly. In such cases, it 
may also be convenient to have the accounting centralised at these 
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dep6ts. Each dep6t will then be similar to an independent branch 
keeping its own books, and possibly making its own purchases, the 
Trial Balance of the dep6t being incorporated in the Head Office 
records periodically. The Branches would be accountable to the dep6t 
in the same way as, in smaller concerns, they are accountable direct to 
the Head Office. 

Where the Head Office makes all Purchases. — The remarks made 
above on departmental transfers are even more applicable to branch 
transfers. Plead Office may be simply a Warehouse and Counting 
House, or it may run a selling establishment in addition. In the 
latter case, it is desirable to separate the expenses and accounting of the 
two sides of the business, since the buying and warehousing expenses 
are applicable to all branches. The buying and warehousing expenses 
must, therefore, be charged out to all the branches on an equitable 
basis, e.g. turnover, or, what amounts to much the same thing, by 
means of a percentage or flat addition to the cost price. 

In order adequately to show the accounting methods usually 
employed, examples and explanations of the working of the more 
common methods are appended. A Head Office and one or two 
Branches will be taken, as occasion demands. Head Office is referred 
to throughout as “ H.O.” 


Illustration i . — Branch as agency, collecting orders tvhich are executed 
from Head Office. 

The Branch collects sums due, and banks receipts intact weekly. Petty 
expenses are met by an Imprest, and a “ float ” of £5 is kept at the Branch 
to provide small change. 

Opening position ; — 


H.O. Books 
Capital 
Creditors . . 
Sundry Assets . 
Stock 
Debtors 

Cash 

Branch Assets 
Branch Debtors . 
Branch Float 
Branch Petty Cash 


I £ 

3.ZIS 

800 

r ,200 

900 

800 

100 

600 

400 

5 

10 


£4.015 £4.015 


The transactions for the four weeks ended January 38, 19.., were as 
follows : — Orders leceived from Branch and executed, £500 ; Cash received by 
Branch, £550; Cash banked by Branch, £500; Purchases, £600; H.O. Sales 
(all credit), £900 ; Cost Price of goods invoiced on behalf of Branch (net), £300 ; 
Closing Stock, £740 ; H.O. Receipts from Debtors, £1,300 ; Discount allowed 
H.O., £11; Discount allowed Branch, £5; Discount received H.O., £20; 
Returns Inwards, Branch, £10 ; Returns Outwards, H.O., £6 ; H.O. Payments 
to Creditors, £1,000; Cheque sent by H.O. to reimburse Branch Petty Cash, £8; 
Expenses (including salaries, etc.), H.O., £143 ; Expenses paid by H.O. in 
respect of Branch, £50. Show the Ledger Accounts in H.O. Books, and prepare 
interim accounts, ignoring outstandings. 



















CASH BOOK 



Branch Account. 
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H O. Branch 



INTERIM TRADING AND PROFIT AND LOSS ACCOUNT FOR THE FOUR WEEKS ENDED JAN. 28, 19. 



Cash at Bank 
Cash at Branch 
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Illustration 2. — The Branch keeps its oain books, and forwards a Trial 
Balance for incorporation in the H.O. books. 

(a) Where the Branch makes its own purchases, no goods being invoiced 
from H.O. 

In this case, the Trading and Profit and Loss Account of the Branch is 
prepared separately (not as part of the H.O. double entry), and the net 
profit is credited to the General Profit and Loss Account, and debited to 
the Branch Account in the H.O. books. In the Branch books. Trading 
arid Profit and Loss Account is prepared in the usual way, the net profit 
being credited to _H.O. Account. Any income or expenditure on behalf 
of the Branch which appears only in the H.O. boolcs must be mutually 
adjusted through the H.O. and the Branch Accounts prior to the preparation 
of the Profit and Loss Account. It is important to remember that the 
H.O. Account in the Branch books is, in effect, the Capital Account of 
the Branch, and that the Branch Account in the H.O. boolts represents the 
H.O. Investment in the Branch. When preparing the combined Balance 
Sheet, these two internal accounts, being reciprocal, naturally cancel each 
other, the Branch Account in the H.O. books being replaced in the com- 
bined Balance Sheet by the assets and liabilities of which it is composed. 

(i) Where goods are supplied from H.O. at cost. 

In this case, the goods sent by H.O. are debited to the Branch Account 
as and when sent, and credited to a “ Goods sent to Branch Account,” 
which is closed by transfer to the credit either of H.O. Trading Account 
or of Purchases Account. Otherwise the entries are as in (o). The 
Branch debits Purchases Account and credits H.O. with the goods as 
received ; H.O. Account thus takes the place of the Creditors’ Personal 
Accounts. 

An approximate check can be imposed by adding the average gross 
profit realised on each class of goods to the cost price of the goods sold, 
but this check is only practical where the gross profit is a fixed percentage 
of the selling price, and the classes of goods sold do not vary greatly. 

Illustration 3. — Where all goods are supplied by H.O. , the Branch keeping 
its own Sales Ledgers and appropriate Sales Books and Cash Books, 
remitting cash to H.O. daily. 

In this case it is usual for the Branch to send full returns at least once 
in every four weeks. The H.O. controls the Branch debtors by means 
of Total Accounts, which form part of the double entry. Goods sent to 
the Branch are debited to the Branch Transfers Account, and credited to 
“ Goods sent to Branch Account.” From the periodical returns. Branch 
Debtors Account is debited, and Sales Account credited, with the total 
net credit sales for the period ; Blanch Account is debited, and Branch 
Debtors ‘ Account credited with the total cash received from debtors ; 
Branch Discounts and Allowances Accounts are debited, and Branch 
Debtors Account credited with the discounts, etc., allowed to the Branch 
debtors. If the Branch is permitted to meet its expenses out of receipts, 
the appropriate Branch Expense Accounts are debited, and Branch Account 
is credited. Remittances from the Branch are credited to Branch Account, 
and debited to Cash. 

This method is similar to method (2), with the exception that the H.O. 
books, through the incorporation of the Branch Returns, contain all the 
information necessary for the preparation of the final accounts, with the 
exception, of course, of the closing stock, which is dealt with in the usual 
manner. 
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Stock at Loaded Prices. — So far, the entries for supplies of stock 
have been dealt with at cost prices. But, as already mentioned, it may 
be desirable and more convenient to invoice the goods sent to a 
Branch at a price exceeding cost, or at the selling price for such goods, 
in order (a) to keep a check upon the Branch, and (b) to prevent the 
branch staff from learning the exact profit upon sales, and how it is 
made up. Where selling price is adopted for invoicing, the Branch 
manager has always to account for the goods received either in cash or 
stock in hand, because, as is clear, the stock in hand should always 
equal the initial stock plus purchases less sales. An effective check is 
thus established. Variations in price are dealt with by additional 
charges or allowances made to the Branch. Almost invariably, however, 
there will be a margin of error in the closing stock due to loss in issuing 
small quantities, spoilage, errors of price, damaged stock, and other 
causes. But experience will permit a limit to be placed upon this 
margin, and, if the limit is exceeded, immediate investigation should 
follow. 

The adjustments in the H.O. books made necessary by invoicing 
goods to Branches in excess of cost are dealt with as follows ; — 

(a) Goods invoiced at Selling Prices . — On January i, 19.., goods 
costing ;£s,ooo are invoiced to a Branch and charged up at a selling 
price designed to produce a gross profit of 33 J %. The Branch 
report on January 28th following shows that the cash sales were £3,000, 
and the credit sales £3,300. Also that goods invoiced at £60 have 
been returned to H.O., and the closing stock is £1,128. Record 
these transactions. 


BRANCH GOODS ACCOUNT. 

Dr. Cr. 


19... 
Jan. T 

To Sundries . . . . 


£ 

7,500 

s. 

0 

d. 

0 

19,.. 

Jan.28 

By Sales 

,, Returns 

,, Stock carried down 
„ Adjustment Account, 
lobS in Stock .. 


£ 

6,300 

60 

1,128 

12 

s. 

0 

0 

0 

0 



4 

7 , 50 Q 

0 

0 



•£ 

7,500 

0 

19. -4 

Jan. 29 

To Stock brought down 


1,128 

0 

0 







GOODS SENT TO BRANCH ACCOUNT. 

Dr. Cr. 




£ s. 

d. 29 . . . 


■ 


I 

To Returns . . . ♦ . . 


40 0 

0 Jan. 1 

By Branch . . . . 

1 


1 
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BRANCH ADJUSTMENT ACCOUNT. 

Dr. Cb. 



Another method sometimes adopted for the Branch Account, 
where goods are transferred at retail selling prices, is shown as under : — 
The Universal Tobacco Stores, Ltd., opened a branch shop in 
Tokenhouse Yard, London, E.C., and debited all supplies at selling 
price. Goods were supplied as follows : June ist, £402 i6s. gd. ; 
June 13th, £84 2s. 2d.; June 20th, £1x7 i8s. pd. ; June 27th, 
£zi 2 14s. 6d. The Branch forwarded to the Head Office the following 
cash takings : June 8th, ,^72 4s. 8d. ; June 15th, £81 2s. 2d. ; June 
2and, £114 6s. 2d. ; June 30th, £105 14s. pd. The Branch retained 
£20 in cash on June 30th, and paid £15 for expenses out of that week’s 
takings. Show the accounts in the Head Office books as on June 30th, 
assuming that stock on hand at the Branch (value, at selling price, 
£409 4s. 5d.) cost £302 IS. pd. 

HEAD OFFICE BOOKS 


BRANCH ACCOUNT. 

Dr. Cr. 


19... 



£ 

S. 

d. 

19. .. 



£ 

s 

d. 

June z 

To Goods Selling: 




June 8 

By Cash from Branch . . 


Zli 

4 

8 

Price ' 


4.02 

16 

9 

„ I*? 

„ Cash from Branch, . 


81 

2 

2 

M 13 

,, Goods at Selling 




.. 22 

„ Cash from Branch. . 


II4 

6 

2 

Price 


84 

2 

2 

ft 30 

„ Cash from Branch. . 


105 


9 

„ so 

,, Goods at Selling 




»• 30 

„ Expenses paid at 




Price 


II7 

18 

<J 

Branch 


15 

0 

0 

>. 27 

,, Goods at Selling 


HT3 

14- 

6 

.. 30 

„ Balance carried down: 





Pnce 





Stock on hand valued 
at selling price 


403 

4 

5 










Cash in band at 
Branch 


20 

0 

0 




£8 i 7 

12 

2 




£Si 7 

12 

2 

ig... 
July 1 

To Balance brought 











down : — 












Stock on hand at 
selling price . . . . 

Cash in hand at 


409 

4 

5 








Branch . . . . . . 


20 

0 

0 
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GOODS SENT TO BRANCH. 

Dtt. Cr. 


To Transfer to H.O. 
Combined Trading 
Account, being 

Branch Sales for 
the month . . 

„ Slock on hand at 
Branch, valued at 
selbrg price, carried 
down 


£ 

408 

409 

a. 

7 

4 

d. 

9 

5 

Juneso 

By Total Goods sent to 
Branch, valued at 
selling price . . . . 


£ 

817 

s. 

T 2 



£817 

12 

3 




£817 

13 






Jiineso 

By Stock on hand at 
Branch, valued at 
selling price, brought 
down 


409 

4 


COMBINED TRADING ACCOUNT. 

(Head Office and Branch.) 

Dk. Ch. 



£ 

I 

1 

19... 

Juneso 

By Branch Sales, Token- 

£ 

s. 



1 

1 

house Yard 

„ Stock on band at 

4OS 

7 

30 



1 

1 

Branch, valued at cost 

302 

I 


COMBINED PROFIT AND LOSS ACCOUNT. 

(Head Office and Branch.) 

Dr, __ Cr. 



m 

I 

G 



£ 

I 

To Branch Expenses, To- 

■i 







keiihoufc Yard . . 

■ 

G 

G 

■ 



G 


The Stock in hand is carried down in the Branch Account and in 
the Goods sent to Branch Account at selling price. The balance of 
the Goods sent to Branch Account therefore represents the sale price 
of the goods sold, and can be transferred to General Trading Account. 
The carrying down of the unsold stock at selling prices in the Goods 
sent to Branch Account neutralises the bringing down of the same 
item on the opposite side of the Branch Account. The stock in hand 
at the Branch can be brought into the combined Trading Account 
at cost, in the manner ordinarily employed in .Trading Accounts. 
Any difference in the closing stock must be adjusted in the Branch, 
and Goods sent to Branch Accounts, in order that the exact Balance 
in Hand may be carried down. Advantages claimed for invoicing goods 
to Branches at selling prices are ; (a) the cost price of goods is not 
disclosed, and (b) the system affords a simple check upon the manager, 
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who has to account for his initial stock plus purchases less sales and 
final stock. 

(/;) Goods issued at a Percmtage above Cost . — On January ist, 
goods costing ;£s,ooo are invoiced to a Branch at 20 % above cost. 
The Branch report on January 28th shows that the cash sales amounted 
to ^3,000, credit sales to ;£3,3oo, and cash received from debtors to 
jd2,300. Goods invoiced at .£60 had been returned by the Branch to 
H.O. The closing stock at the Branch amounted to £900 at invoice 
prices. Show the records of these transactions, assuming that all 
cash has been remitted to H.O. as received. 


BRANCH GOODS ACCOUNT. 


Die Cr. 


19... 

Jan. r 

To Sundries 
,, Balance, being ap- 
parent gross pioQt 


1 

6,000 

1,260 

s. 

0 

0 

d. 

0 

0 

19. .. 

Jan 28 
*» 28 
„ 28 
M 28 

By Cash 

„ Debtors , . . . 

,, Returns 

,, Stock carried down 


t 

3,000 

3,300 

60 

900 

s. 

0 

0 

0 

0 



i 

7,260 

0 

0 



£ 

7,260 

0 

19... 
Jaa. ag 

To Stock brough t down 


900 

0 

0 







GOODS SENT TO BRANCH ACCOUNT. 

Di! Cr. 


19.... 



£ 

I 

D 

19. 



£ 

s. 

d. 

Jan. 28 

To Returns., 


50 

1 

1 

Jan. I 

Bv Branch 


5,000 

0 

0 


BRANCH ADJUSTMENT ACCOUNT. 

Dr. Cji. 


19. . 
Jan, 28 

To Returns (20 % on 


£ 

s. 

d. 

19-.. 

Jan, I 

By Branch {20 % on 


£ 

s. 

d. 


£ io ) 


10 

0 

0 

£5,000) 


1,000 

0 

0 

„ 28 

,, Balance carried 





» I 

,, Apparent Gross Pro- 






down (165 % on 
£900) .. 


150 

0 

0 


fit 


r,26o 

0 

0 

„ 28 

„ Profit and Loss 
Account beingGrosa 
Profit 


0 

0 








2,100 



£ 

2,260 

0 

0 



£ 

2,260 

0 

0 


CASH ACCOUNT. 

Dr. Cr. 
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BRANCH DEBTORS’ ACCOUNT. 

Dr, a Cn. 


19... 

To Sales . - . , . . 


£ 

s. 

d 

19- 



£ 

s. 

d, 

Jan. 28 


3,300 

0 

0 

Jan.28 

By Cash 


2,300 

0 

0 






„ Balance carried down 


1,000 

0 

0 



i 

W 

U> 

0 

0 

0 

0 



£ 

3,300 

0 

0 

19. .. 
Jan. 29 

To Balance brought 











down 


1,000 

0 

0 





_ 



Confusion sometimes arises in examination work in determining 
the percentage to be eliminated from closing stock in order to reduce 
it to cost under the systems outlined above. A little reflection should 
make it clear that when a percentage has been added to cost, the same 
percentage deducted from the increased amount will not reduce it to 
cost. If j^ioo IS taken as cost, and 25 % is added thereto, the amount 
becomes ^12^. The proportion to be deducted in order to reduce the 
amounts to cost is, therefore, i-®- been added to the cost, 

therefore -}th must be taken away from the selling price. Students should 
also carefully note whether the percentage is calculated on cost or on 
selling price. 

Double Column Branch Accounts.— In order to avoid use of a 
Branch Adjustment Account, the Branch Goods Account maybe imled 
with double columns, the inner column being used as a memorandum 
column to record the invoice price and to control the goods, the outer 
column being, in effect, the Trading Account of the Branch. Applying 
this method to the e.vamples on pp. 580 and 583, the records are as on 
P- 585- 

Goods sent to Branch Account must be closed off to the credit of 
Trading Account or Purchases Account in the H.O. books in order to 
show the true result of the H.O. trading. 

The “ One Account ” System.— A method sometirnes adopted 
is to combine all the Branch transactions in one account, which includes 
all stock, sales, debtors, etc. An example is appended : — 


Goods invoiced at cost to Branch 48,400 

Returns to H.O 100 

Stock, January ist 6,000 

Cash Sales ra.ooo 

Credit Sales for the year ' .. .. 45,800 

Allowance to customers 5° 

Discounts allowed to customers no 

Bad Debts 40 

Rent, Rates, and Taxes 500 

Returns from customers 200 

Wages and Salaries 800 

Debtors, January ist 5)S°t> 

Stock, December 31st 8,500 

Sundry Expenses 1,100 

Cash received on Ledger Accounts 44 >9°° 

Debtors, December 31st ,, ., ,, ,, .. ,, ,. 6,000 









BRANCH GOODS ACCOUNT 



GOODS SENT TO BRANCH ACCOUNT. 
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BRANCH ACCOUNT (ON A CASH BASIS). 

Dr. Cr. 


ig... 
Jan. I 

To Balance • 

£ 

s. 

d. 

19... 

Dec.31 

By Cash : — 

£ 

s. 

d. 


Stock 

6,000 

0 

0 

From Debtors 

44.000 

0 

0 

Dpc. 31 

Debtors * . . . 

5 i 50 o 

0 

0 


Cash Sales . . . . 

12,000 

0 

0 

,, Goods from H.O, .. 

48,4.00 

0 

0 

»» 31 

,, Returns to H.O. 

100 

0 

0 

31 

,, Rent, Rates, and Taxes 

500 

0 

0 

„ 31 

,, Balance carried down. 




H 31 

,, Wages and Salaries. . 

800 

0 

0 

Stock . . £8,500 




» 31 

,, Sundry Expenses . . 

,, Profit and Loss Ac- 

r,xoo 

0 

0 


Debtors 6,000 






0 

0 






count, net profit 


i 

71,500 

0 

0 


£ 

71,500 

0 

0 

19... 
Jan. I 

To Balance brought down 

14,500 

0 

0 







It will be seen that the above account is simply a combination of all the 
accounts which in former examples were shown under separate headings . 
The disadvantages of this method are also apparent, as the H.O. cannot 
arrive at the true facts of the trading without a great deal of analysis. 

Suspense Account. — Where the Branch keeps records of goods, 
etc., passing between it and H.O., the Branch Account in the H.O. 
books and the H.O. Account in the Branch books should agree. But 
when the H.O. and Branch are far apart there is usually, at balancing 
times, a residuum of entries initiated by the one and not responded to 
by the other, e.g. goods or cash sent by the H.O. but not, at balancing 
time, received by the Branch. The statements passing between the 
offices at balancing times should be promptly checked against the 
reciprocal ledger accounts, and all items unresponded to should be 
transferred to a Suspense Account in the H.O. books for items in 
transit. The Branch Accounts will then show like balances, and the 
combination of the trial balances may be proceeded with. After 
balancing, the suspense items can be retransferred to the Branch 
Account. An alternative method of treatment is to carry down the 
items in transit as a balance on the Branch Account itself. 

When preparing the final accounts, items in suspense should be 
included in the General Balance Sheet under their proper headings. 
Thus goods in transit should be included in the General Balance sheet 
as " Stock.” Vague headings, such as “ Items in Transit,” should be 
avoided. 

Inter-Branch Accounts, — Large undertakings with Branches in 
all parts of the world may require inter-Branch Accounts, thereby 
complicating the preparation of the combined Balance Sheet, but the 
principles remain the same. It is the rule in some businesses for the 
Branches to settle inter-Branch transactions through the H.O., thereby 
avoiding the necessity for inter-Branch Current Accounts. Each 
Branch credits H.O. with all goods or remittances received from any 
other Branch, and debits H.(). with all goods or remittances sent to 
any other Branch. 
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Rules for Reconciling Branch Current Accounts.— The difficulty 
sometimes experienced in reconciling the accounts of a Branch remote 
from the H.O. is reduced if definite arrangements are made to facilitate 
the process. 

It should be clearly understood, for example, which office is to 
render statements to the other, and which is to check and reconcile 
them. It ought, too, to be the rule that complete advices of all entries 
should be promptly forwarded by the originating house, and equally 
promptly responded to by the recipients, whether actually terminated 
on receipt of the advice or not. A Reconciliation Statement should 
be prepared at periodical intervals, the process following much the 
same lines as that adopted when reconciling the Cash and Bank Pass 
Books. The statement rendered, say by the Branch, is checked against 
the Branch Account in the Head Office books, and all items in transit 
in either direction are collected and totalled. The statement may 
work backwards or forwards in point of date ; the essential thing is 
that the balances should be proved to agree. 

Duplicate Branch Ledger. — ^Though it is true that by means of 
the reciprocal Adjustment Accounts the Branch books may be kept at 
any desired place, it is occasionally found that, even when a Branch is 
allowed to keep its own books, the Head Office prefers to duplicate the 
Branch books in its own counting house for purposes of discipline and 
control. This involves the despatch, by the Branch to the Head Office, 
of complete copies of the Branch Cash Accounts and Journal entries. 
The Branch Ledger, when written up by the Head Office from these 
sources, is chiefly of a memorandum nature. If the Branch entries 
are very numerous, the keeping of a duplicate ledger is impracticable, 
and, even when it is possible, the practice is liable to break down, 
owing to the Branch failing to supply complete details. At the best, 
this method of control involves a great deal of labour, and for this 
reason it is seldom resorted to, except as a means of supervision in an 
emergency, or when the book-keeping capacity of the staff is not of a 
high order. 

On p. 592 an illustration is given of a set of Head Office and Branch 
Accounts. Each Branch kept its own Sales Records, etc., forwarding 
reports to Head Office every four weeks, and these have been combined 
with the Head Office accounts in the manner shown, after the inter- 
house accounts have been eliminated. 

Multiple Shop Concerns. 

In multiple shop companies, the Branch trade is usually almost 
wholly a cash trade, and the commodities, e.g. drugs, tobacco, boots, 
etc., are saleable at fixed prices. Concentration of buying and distri- 
bution generally effects economy, and, where possible, it is usual to 
stock multiple shops from a central warehouse, but district centres 
may be necessary where perishable goods form the stock-in-trade. 
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The Check System. — In these circumstances, an excellent check 
can be imposed upon the Branch by invoicing the goods supplied to the 
Branch at selling prices, so that the Branch is always accountable for 
a definite amount in cash, book debts, or unsold stock or a combination 
of the three. If the check afforded by this arrangement is efficiently 
applied, leakage due to fraud or mismanagement is readily detected. 
To yield the maximum benefit, this method must be supplemented by 
independent stock-taking, at uncertain and unheralded intervals, by 
a travelling inspector and his staff. Frequently a weekly Stock Return 
is sent by the Branch to H.O. 

In many instances, the Branch stocks are kept on the imprest 
system, whereby a fixed amount of goods is kept at the Branch, and 
weekly returns (bi-weekly or every other day in the case of perishable 
goods) are made to H.O., which replenishes the stock of the Branch to 
replace the actual sales made. Stock-taking is thus greatly facilitated. 

Method of Accounting. — ^Whether the accounts are kept by one 
central office or by various district offices, the method is the same. 
The entries are initiated by the Branch manager’s weekly returns of 
sales, disbursements, goods received from the H.O., and the weekly 
stock requisition note. A Weekly Return and a Stock Requisition 
are illustrated on p. 589. The latter is in triplicate. One copy 
is retained by the Branch manager, another is filed at the central 
warehouse as an order, and the third is returned as an invoice for the 
goods sent to the Branch. The H.O. debits the Branch Account in 
the H.O. books with the total value of the goods at selling prices, and 
the Branch registers itself either in its Ledger or Stock Book as 
responsible for the same value. If the Branch is permitted to sell 
damaged or out-of-date stock at less than the original selling price, 
a credit note should be sent by the H.O. to adjust the Branch books. 
Returns should be treated in the same way. Occasionally a “ Branch 
Supplies Journal ” is kept, wherein supplies to Branches are entered 
at both cost and selling prices, accommodation for both particulars 
being provided in the Branch Account in the Ledger. This form of 
Journal is illustrated at p. 590. 

Cash Sales. — In retail Branches cash sales are the rule and credit 
sales the exception. In order to keep a check upon cash sales, each 
shop assistant is given an official number and a carbon check book. 
These check books, containing from 50 to 100 numbered check forms 
in duplicate, are kept under lock and key ; and, when issuing them, the 
manager dates and initials them and records their issue in a Checks 
Issued Book. The usual form of check is too well known to need 
illustration. It is used as a kind of invoice to record details of a sale, 
and, to ensure accuracy, it is usually initialled by a shop-walker 
or fellow assistant before being handed to the customer. The check 
book is provided with an index, which is written up by the assistant 
as the sales are made, and totalled at the end of the day. The system 



Branch 

WEEKLY RETURN FOR THE WEEK ENDING 



Note. — S elling prices only are filled in by the local manager, cost prices being unknown to him ; and only selling 
prices appear in the copy returned with the goods. The copy filed at the central warehouse contains both cost and selling 
prices. 












Sgo HIGHER BOOK-KEEPING AND ACCOUNTS 




BRANCH ACCOUNTS 


591 

is similar to that in general use by the majority of up-to-date conceins , 
doing a cash trade, whether conducted by Multiple Shop organisations 
or by sole traders. 

Depreciation of Assets. — Depreciation necessarily written off 
any fixed assets which belong to a Branch is frequently dealt with in 
the H.O. Depreciation Account only; in other cases, it is charged 
against the particular Branch. If the assets are recorded only in the 
H.O. books, under the latter system, the adjustment must be made 
through the Current Accounts. 

Warehouse Expenses. — As already mentioned, a percentage may 
be added to the cost price of the goods to cover warehouse expenses. 
Frequently, however, this is not practicable ; and it is then necessary 
to apportion them over the Branches, usually on the basis of turnover, 
taking into account, of course, the nature of the goods. A Grocery 
establishment may have one Branch running a Bakery from which other 
Branches are supplied. A Branch may run a tea-shop in addition to 
the Grocery and Bakery business. Another Branch may run a Bacon- 
curing Factory, supplying the other Branches. In such cases, the inter- 
Branch transfers should be at wholesale prices, otherwise the Bakery 
and Bacon-curing factory w'ill be seriously prejudiced. Moreover, 
all inter-Branch transfers should be accounted for through the H.O. 
in order to keep track of the transactions, and minimise disputes. 

Minor Complications. — In small country towns and villages, the 
check on the Branch manager is rendered much more difficult than in 
larger shops where several assistants are employed. The manager 
may be alone, or have one or two young girls as assistants. He fre- 
quently lives on the premises, and may also be the local postmaster — 
all circumstances which render the check on the cash more difficult. 
It is imperative in such cases to keep stocks as low as possible, in order 
to keep a check on the goods consumed by the manager’s household. 
Where the Branch Bank is only open once or twice a w'eek, customers 
frequently make use of the shop to cash cheques. Whilst this should 
be discouraged and reduced to a minimum, maintenance of good will 
renders it impossible to stop the practice altogether. Records of the 
cheques so cashed should be kept so that the bankings can be agreed. 

Final Accounts. — The Final T rading, and Profit and Loss Accounts , 
and Balance Sheet, can be prepared in columnar form with total 
columns, although it is usually unnecessary to show the Balance Sheet 
in this form. 


Illustration. — Uprichards, Ltd., is a retail grocery business, with a 
Head Office (divided into Warehouse and Selling Departments) and three 
Branches. All purchases are made by Head Office, and transfers are 
made at selling price to the blanches. Some of the goods are delivered 
direct to the branches, but all invoices pass through H.O. only. Branch A, 
in addition to the grocery business, runs a bakery from which the other 
branches are supplied. Each branch keeps its own Sales Books, Cash 
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Books, and Sales Ledger, and all moneys received are banked intact. Wages 
and other petty expenses are paid tlirough petty cash, which is kept on 
the imprest system and replenished from H.O. weeldy. Every four weeks 
a report is forwarded by the Branch Managers to H.O. 

The reports for the four weeks ended January 28th provide the following 
information : — 



Head Office 
Selling 
Department. 


Branch. 



A. 

B. 

C. 

Balance, Petty Cash in hand, 

£ 

£ 

£ 

£ 

January ist 

420 

200 

ISO 

100 

Cash from Debtors 

6,000 

4,000 

3.500 

S.ooo 

Cash Sales 

3.500 

2.500 

2,800 

3.200 

Cash Banked 

9,200 

6,300 

6,000 

8,000 

Credit Sales 

Transfers to Branches at selling 
prices — 

8,000 

5.000 

4,000 

S.Soo 

From Warehouse to 

11,000 

9,000 

8,000 

8,000 

From A to 

From B to 

From C to 

Purchases . . . . £26,000 

300 

100 

ISO 

200 

100 

Wages, etc. . . 

350 

150 

120 

80 

Sundry Expenses 

Cheques for Imprest Petty Cash 

so 

30 

20 

10 

from H.O 

400 

180 

140 

90 


Wages and Sundry Expenses at H.O. are apportionable between the 
Warehouse and the Selling Department in the ratio of 3 : 2. A uniform 
charge of 10 % on sales is charged to all Branches, including H.O. Selling 
Department, for handling and storage expenses in the warehouse, use of 
motors, vans, etc., and clerical labour. 

In addition to the above, the following payments were made by H.O. : — 


Buyer 

H.O. Manager 

Motor Expenses 

Stable Expenses 

General Expenses (including clerical salaries) 

Creditors 

No allowances were made, but Discounts received were 
Discounts allowed were — 

H.O 

Branch A 

Branch B 

Branch C 

The outstanding General Expenses amounted to , . 


£ 

60 

40 

200 

140 

4.000 

20,000 

3.000 


60 


4 S 

3 S 


46 

1,800 
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Dr. Cr. 




s. 

d. 

£ 

5 

(1. 

Share Capital 




100,000 


0 

Sundry Creditor (Trade) 




25,000 

0 

0 

Profit and Loss Account 






0 

Commission Accounts 







Branch A 






0 

Branch B 




200 

0 

0 

Branch C 





0 

0 

Managing Director 




1,000 

0 

0 

Buyer . . . . 




350 

0 

0 

H.O. Manager 






0 

Freehold Land and Buildings : — 







Head Of&ce . . 



0 




Branch A 







Leasehold Land and Buildings : — 







Branch B . . . » 







Branch C 







Goodwill (H.O., at cost) 


0 

0 




Motor Vans, etc. (H.O.J 


0 





Trade Fittings, Utensils, etc. : — 







Head Office 



0 




Branch A . , 







Branch B . . 







Branch C 







Horses, Carts, and Harness (H.O.) 







Sundry Debtors (Trade) . — 







Head Offic 

4 » 5 oo 

0 

0 




Branch A 

a, 600 

0 

0 




Branch B 

2 , 70 D 

0 

0 




Branch C 

3,600 

0 

0 




Uaeipired Insurances, Rates, etc. (expire 







March 31st) 







Head Office . . 

100 

0 

0 




Branch A 


0 





Branch B . , . . . . 

80 

0 

0 




Branch C 

70 

0 

0 




Stock at Cost : — 







H.O. Warehouse, at cost 

35.000 

0 

0 




H.O. Selling Department, at selling price . . . . 

7,500 

0 

0 




Branch A . . . . 

7,500 

0 

0 




Branch B . . . . . « . . 

6,000 

0 

0 




Branch C 

9,000 

0 

0 




Branch Adjustment Accounts 







H.O. SelUng Department . . 




2,500 

0 

0 

Branch A 




8,500 

0 

0 

Branch B 




2,000 

0 

0 

Branch C 




3,000 

0 

0 

Investments 

10,000 

0 

0 




Cash at Bank . . 

8,600 

0 

0 




Petty Cash in Hand : — 







Head Office . . 

420 

0 

0 




Branch A . . 

200 

0 

0 




Branch B . . . . 

150 

0 

0 




Branch C . . . . 

xoo 

0 

0 





£145,300 

0 

0 

£145,300 

0 

0 


Open the necessary ledger accounts, which would be kept m the H.O. 
books ; post the information given above ; and prepare interim Trading, 
and Profit and Loss Accounts, and a Balance Sheet. The average 
“ mark-up ” is 33J % on Selling Price, etcepling bread. This, however, 
is taken as being the same to allow for transfer at wholesale prices from 
the bakery. Ignore Depreciation, and work to the nearest £. 


Dr. share capital account. Cr. 



39 
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SUNDRY TRADE CREDITORS CONTROL ACCOUNT. 

Dr. Ck. 


ig.-. 



£ 

s 

d. 




£ 

s. 

d 

Jan. 28 

To Cash 


20,000 

0 

0 

Jan, t 

By Balance 


25,000 

0 

0 

„ *8 

,, Discount . . . . 


3,000 

0 

0 

__ 

„ 28 

„ Purchases . . . . 


26,000 

0 

0 


PROFIT AND LOSS APPROPRIATION ACCOUNT. 

Db. Cr. 




£ 

s, 1 

a. 

19... 



£ 

s. 






Jan. I 

By Balance 


8,000 

0 


COMMISSION ACCOUNT. 

Dr, Cr. 




£ 

1 

1 

19... 
Jan. I 

By Balances : — 


£ 

s. 

d. 






Branch A . . 


300 

0 

0 




■ 

■ 


Branch B . . 


200 

0 

0 




■ 

■ 


Branch C . . . . 


200 

0 

0 




1 

1 


„ ManaRins Director 


t,000 

0 

0 




■ 



,, Buyer 


250 

0 

0 




1 

1 


,, H.O. Manager 

_ 

330 

0 

0 


FREEHOLD LAND AND BUILDINGS. 

Dr. Cr. 



LEASEHOLD LAND AND BUILDINGS. 

Dr, Cr 



GOODWILL (H.O.). 

Dr. Cr. 


19... 



£ 

8. 

d. 




£ 

s. 

d. 

Jan, 1 

To Balance . . . . 


13,000 

0 

0 








MOTOR VANS, ETC. (H.O.). 

Dr. Cb^ 

^ Ml . ri' I ^ nTTTT 


19... 
Jao. I 


To Balattce 

















TRADE FITTINGS, UTENSILS, Etc 
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6oo HIGHER BOOK-KEEPING AND ACCOUNTS 


The value of the Stock is arrived at as follows 


Branch Goods Account balances . . 
Branch Sales Account balances 

H.o. 

£ 

18,900 

11,500 

A. 

£ 

16,050 

7.S00 

£ 

14,100 

6,800 

c. 

£ 

16,950 

8,700 

Stock at Selling Prices 

Deduct 33 J % 

7,400 

2.467 

8,55° 

2,850 

7,300 

2.433 

8,250 

2,750 

Stock at Cost Price 

£4,933 

£5,700 

£4.867 

£5,500 


When preparing the final accounts, the actual Stock figure, as found 
by valuation, will be taken, any adjustment for differences being put through 
the Adjustment Accounts. 

The over-allocation of General Expenses arises as follows ; — 


General Expenses 4>34o 

Warehouse Salaries, etc 270 

Warehouse Expenses 30 

Outstanding General Expenses 1,800 


6,440 

Deduct Discounts received . . . . 3 ,000 


Actual Expenses .. 3)44° 

Allocated 3.450 


Over-allocation =.£10 


As only Interim Accounts are being prepared, no actual transfers, other 
than those shown, should be made. 

EXAMINATION QUESTIONS. 

1 . Describe a system of departmental accounts, and give its object. 
{Chartered Accountants.) 

2. What are departmental accounts ? What advantages are to be derived 
from such accounts ? Give pro-forma Trading and Profit and Loss Accounts 
of a business divided into three departments, and state how you have allo- 
cated the indirect expenses of the business as bettveen the various departments. 
{Chartered Institute Secretaiies.) 

3. If a firm having three departments desires to ascertain the separate 
profits of each, in what way would you suggest that the purchases and sales 
should be recorded ? If you recommend special forms of books, give specimen 
rulings for any particular business. (Chartered Accountants^) 

4. The proprietors of a large retail store which is divided into depart- 
ments ask you to design a system of accounts which, whilst showing the 
result of the working of each department, also provides a ready co-ordination 
in the work of the various departments, e.g. where goods have to be supplied 
to a customer upon the same order but from several departments, or where 
there is a necessary interchange of goods between departments. Write a 
report of not more than 200 words with your recommendations, giving 
samples of any rulings which you may think necessary. {Incorporated 
Accountants.) 
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I 

Purchases . . . . 35,000 

Sales 34,000 

Stock on hand . . 6,000 


5, X and Y, merchants, carry on their business through five departments, 
numbered i to 5. During their first trading period the results are : — 

Departments. 

234s 

I £ I £ 

15,000 5,000 13,000 17,000 

10,500 4i7SO 11,50° i5>°o° 

7,000 1,000 3,000 6,000 

The expenses which are to be charged to each department in proportion 
to the purchases for that department are as follows ; — 

, . . £ 

Salaries and Commissions 2,750 

Rent and Rates 

General Expenses 

Insurances 

Show the final result and the percentages on sales in each department, 
and also the combined results with percentage on total sales. {Incorporated 
Accountants.) 

6. From the following Trial Balance prepare in departmental form the 
Trading and Profit and Loss Account of the Splendax Plate and Cutlery 


750 

600 

250 


Company. The business is divided into two departments, 
Cutlery. Also prepare a Balance Sheet at June 30th. 

TRIAL BALANCE, JUNE 30TH. 

Dr. 

£ s. d. 
1,112 4 5 
3 ,000 o 0 


Cash 

Goodwill 

Share Capital paid up, 3,000 £10 Shares, 

£5 paid 

Sundry Debtors 

Sundry Creditors 

Stock, July 1st previous year — 

Plate Department 

Cutlery Department 3,002 

Purchases — 

Plate Department 
Cutlery Department 
Returns Inwards — 

Plate Department 
Cutlery Department 
Sales — 

Plate Department 
Cutlery Department 


8, in 19 4 


Plate and 


Cr. 

s. 


15,000 o o 
3,421 12 2 


S>iii 


4,112 

S.iii 


III 

36 


II 

S 

19 

4 

2 

I 


Salaries 

1,516 

14 

0 

Rent, Rates, and Taxes 

411 

19 

6 

Gas, Water, and Electric Light 

. . Ill 

2 

3 

Discounts 

SI 

2 

0 

Printing and Stationery 

. . 162 

14 


Postage, Telegrams, and Telephone 

76 

4 

9 

General Expenses 

. . 2II 

16 

3 

Carriage (on Sales) •• 

64 

3 

3 

Bills Receivable 

724 

5 

L 

Advertising 

86s 

2 

6 


10,335 

5,148 
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Note. — Value of Stock on hand at June 30th : Plate Department, 
£a,ii9 8s. sd. ; Cutlery Department, £5,007 17s. sd. 

Expenses, except Advertising, are to be apportioned between the two 
departments according to their net sales. The cost of advertising is to be 
apportioned £660 to the Plate Department, and £205 2a. 6d. to the Cutlery 
Department, 

7 . A. Brown is a coal merchant, and also carries on a ticket agency. 
From the following particulars make out his Profit and Loss Account for 
the year in departmental form, showing the net profit on the two depart- 
ments of his business : Stock of Coal on hand, January i, £35 ; Coal 
Purchases, £864 ; Coal Sales, £1,343 > Stock of Coal on hand, January 31st, 
£62 ; Wages of Caimen and Coalheavers, £180 ; Repairs to Coal Carts 
and Harness, £15 ; Depreciation written off Horses, £24 ; Depreciation 
written off Carts and Harness, £12 ; *Officc Rent, Rates, and Taxes, £37 ; 
*Office Salaries, £102 ; Postages, Telegrams, and Telephone, £17 ; Advertising 
and Posters, £12 ; ^Depreciation of Ofiice Furniture, £3 ; Commissions 
received on sale of Railway Tickets, £17 ; Commissions received on sale of 
Steamship Passages, £148. 

Note. — Items marked * are to be apportioned equally between the two 
departments. Apportion the Postages, Telegrams, and Telephone £13 to 
the Coal Department and £4 to the Ticket Department, and the cost of 
Advertising and Posters is chargeable entirely to the Coal Department. 

8 . Z. & Co, carry on business as chemical manufacturers and makers 
of patent medicines. From the following particulars make out their Trading 
and Profit and Loss Account, showing the net profits made respectively 
in their Chemical and Patent Medicine Departments during the year : — 
Stock, January 1st : Chemicals Department, £104 ; Patent Medicines, 
£121. Purchases of Raw Materials: Chemicals Department, £1,418; 
Patent Medicines, £78. Sales to the Public : Chemicals Department, £a,i^i9 ; 
Patent Medicines, £3,074. Manufactured Chemicals supplied by Chemicals 
Department to Patent Medicines Department for further use in manufacture 
there, £814. Factory Wages and Salaries : Chemicals Department, £832 ; 
Patent Medicines, £416. Bottles, Cases, and Labels : Chemical Depart- 
ment, £37 ; Patent Medicines, £75. Factory Rent, Rates, and Taxes, £223 ', 
Government Duty Stamps on Patent Medicines, £50 ; Power, Light, and 
other Factory Charges, £122. Stock, December 31st : Chemicals Depart- 
ment, £248 ; Patent Medicines, £75. Office Salaries, £400 ; Office Rent, 
Rates, and Taxes, £188 ; Travellers’ Commissions and Expenses, £214 ; 
Gas, Coal, and Electric Light (Office), £36 ; Printing and Stationery, £102 ; 
General E.xpenses, £6 is. ; Advertising, £652 ; Bad Debts, £35. 

Notes. — ^Apportion Factory Rent, Rates, and Taxes, and Power, Light, 
and other Factory Charges between the departments on a basis of the wages 
paid in each. 

Apportion all Office and other non-productive expenses, except Adver- 
tising and Bad Debts, between the two departments on a basis of the sales 
effected by each, counting goods supplied by one department to the other 
for use in manufacture as being sates. 

£50 of the Advertising expenses and £5 of the Bad Debts are chargeable 
against the Chemicals Department, the remainder relate to the Patent 
Medicine business. 

9 . Messrs. Babble & Co. publish two daily newspapers, the Morning 
Screech and the Evening Howl. From the follotving particulars prepare 
accounts showing the net trading result of each journal for the year : — 
Gross Sales : Screech, £51,000 ; Howl, £39,000. Returns, to be deducted 
from gross sales : Screech, £1$, 000 ; Hotal, £4,000. Cost of Editorial Staff : 
Screech, £5,000 ; Howl, £4,000. Payments to Contributors and Corre- 
spondents: Screech, £sz, 000 ; How/, £14,000. Payments to News Agencies 
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for News Supplied ; Screech, £10,000 ; Howl, £6,000. Receipts for Adver- 
tisements : Screech, £40,000 ; Howl, £30,000. Cost of Advertisement 
Manager’s Department (to be apportioned in proportion to the Advertisement 
receipts), £7,000. Cost of Paper used: Screech, £5,000; Howl, £4,000. 
Printing Department (^Salaries and Wages, £iS,ooo ; Repairs and Renewals, 
£1,000 ; Stores and Supplies, £1,000 ; Printing Office Rent, Rates, and Taxes, 
£2,000 ; General Expenses, £2,000 ; Lighting and Power, £500 ; Depreciation 
of Plant, £1,000 ; Sundry Expenses, £1,500), £27,000. Delivery Depart- 
ment : *\Vages, Salaries, Motor Expenses, and General Expenses, £3,000. 

Note. — Apportion Expenditure under the headings maiked * in propor- 
tion to the Gross Sales. 

10 . From the following Trial Balance prepare the Profit and Loss Account 
and Balance Sheet of L. Smith, a manufacturer whose business is divided 
into two departments, viz. “ A ” and “ B,” for the year. These accounts 
are to be shown so as to reveal the result of the operations of each depart- 
ment separately as well as the combined result. The expenses appearing 
in the Profit and Loss Account are to be apportioned as between the two 
departments according to the net volume of sales for the year in each 


department. 







Dll. 


Cr. 



£ 

s. 

d. 

£ s. 

d. 

Freehold Land and Buildings 

. . 20,500 

0 

0 



Plant and Machinery 

• • i4,39f> 

0 

0 



Sundry Debtors 

Sundry Creditors 

2,914 

0 

0 

23,246 9 

5 

Manufacturing Wages — 





Department A 

3,294 

9 

I 



Department B 

Manufacturing Charges — 

5.291 

4 

9 



Department A 

2,046 

14 

'> 



Department B 

Stock on hand, January rat — 

3,096 

4 

8 



Department A 

, . 2,049 

16 

2 



Department B 

5,629 

14 

3 



Salaries of Counting Flouse Staff . . 

2,249 

10 

0 



Rates, Taxes, and Insurance 

63s 

0 

9 



General Expenses and Commissions . . 
Capital Account, L. Smith 

1,524 

18 

5 

30,000 0 

0 

Cash at Bank and in hand 

Sales — 

■ . 10,454 

7 

I 



Department A 




It, ,324 9 

16,986 14 

5 

Department B 

Purchases — 




I 


Department A 

4,396 


I 



Department B 

Returns Outwards, Department B 

3 . 29-1 

I 

9 

214 19 

3 


£81,772 

12 

2 

£81,772 r2 

2 


Note. — The value of the Stock on hand as on December 3rst was as 
follows : Department A, £3,092 17s. 6d ; Department B, £4,924 ros. gd. 

11 . From the following Trial Balance of Messrs. X.and Y.’s Stores prepare 
a Trading Account showing the gross profits made by the three departments 
(A, B, and C) into which it is divided. Also prepare a Profit and Loss Account 
and a Balance Sheet. 
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Messrs, X. & Y.’s Stores. 


TRIAL BALANCE, DECEMBER 31ST. 


Dr. 

Capital Accounts — £ s.' d. 

X 

Y 

Drawings — 

X. 3SO o o 

Y. 300 o o 


Stock, January ist — 

Department A 

Department B 

Department C 

Purchases (Gross) — 

Department A 

Department B 

Department C 

Sales — 

Department A 

Department B 

Department C 

Transfers of Stock between departments — 

(From) Department A 

(To) Department B 

(To) Department C 

Returns Inwards — 

Department A 

Department B 

Department C 

Wages and Salaries 

Advertisrng and Catalogues 

Dividends on Shares in M N Company 

Shares in M N Company 

Sundr y Debtors 

Printing and Stationery 

Sundry Creditors 

Carriage 

Commission 

Postages, Telegrams, and Telephone 
Reserve for Bad and Doubtful Debts (as at 
January ist) . . 

Furniture and Fixtures 

Insurance . . 

General Expenses 

Cash at Bank 

Discounts and Allowances 


681 4 6 

121 2 2 

i,3r6 9 8 

2,212 4 6 

i,rr6 8 o 
2,949 I I 


20 o 5 
80 o o 

1000 
30 o 9 
no 17 r 
41 1 22 

240 4 6 

1 ,000 o o 
559 8 9 

12 I 9 

38 4 6 

82 9 8 

47 2 I 


300 o o 
23 9 5 
84 2 9 
335 9 10 

46 2 I 


Cr. 

£ s. d. 
2,400 o o 

1 ,200 O O 


2,602 4 2 

1.595 15 It 
4,160 2 9 

100 o 5 


60 o o 


349 3 s 


10 o o 


£12,477 5 8 £12,477 5 8 


Make the following provisions at December 31st : (i) Credit the partners 
with interest for the year on their Capital Accounts at 5 % per annum ; 
no interest is to be charged on drawings. (2) Write off Bad Debts amormtrng 
to £99 8s. 9d., and thereafter increase the Reserve for Bad and Doubtful 
Debts to s % of the balance of debts outstanding. (3) Provide for a 
stationery account owing at December 31st, estimated to amount to £20 ; 
(4) Write 10 % off the Furniture and Fixtures, (s) Of the £23 9s. sd. paid 
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for Insurance Premiums, £10 relates to the period after December 31st. 
(6) Stock on hand at December 3rst : Department A, £612 4s. gd. ; Depart- 
ment B, £104 2s. 2d.; Department C, £1,112 8s. gd. (7) A stock of 
Catalogues remains on hand valued at £30, the cost of which is included in 
the item of “ Advertising and Catalogues, £240 4s. 6d.” 

12 . The Olympian Patent Medicine Company manufacture two varieties 
of patent medicine, viz. " Hercules ” ointment and “ Jupiter ” pills. From 
the following particulars prepare the Company’s Trading and Profit and Loss 
Account for the year, showing the gross and net profits or losses on each 
class of manufacture : — Stock of Drugs on hand, Januaiy ist : Ointment, 
£600 los. ; Pills, £80 2s. 2d. Stock of Bottles, Wrappers, and Labels, 
January ist : Ointment, £125 iss. fid. ; Pills, £is 2s. gd. December 31st, 
Purchase of Drugs : Ointment, £884 2s. gd. ; Pills, £246 83. ad. Bottles, 
Wrappers, and Labels ; Ointment, £625 8s. 2d. ; Pills, £122 8s. 4d. Manu- 
facturing Expenses : Ointment, £1,146 2s. fid. ; Pills, £422 8a. fid. Sales : 
Ointment, 256,020 boxes at fitiT each; Pills, 42,114 boxes at is. each. 
Stock of Drugs, Bottles, and Wrappers on hand at December 31, ig..; 
Ointment, £81 183. iid. ; Pills, £81 4s. ird. Advertising, £2,484 gs. ; 
Postage, Stationery, and Printing, £207 os. gd. ; Salaries, £414 is. fid. ; Rent, 
Rates, and Taxes, and General Expenses, £621 2s. 3d. Apportion the four 
last-mentioned expenses between the two classes of goods according to the 
number of boxes of ointment or pills sold. 

13 . Show how you would combine the Balance Sheets and interchanging 
accounts of a concern having separate trading centres in London, Liverpool, 
and Manchester. {Chartered Accountants.) 

14 . Describe how you would treat the Accounts of Branches in the Head 
Office Books of a multiple-shop firm. {Incorporated Accountants.) 

15 . Miles, Further & Co., Ltd., own twenty retail provincial branches. 
All goods are supplied from the London Plead Office and are charged out 
at selling prices. 

The Head Office request you to devise a Supplies Journal which will 
record in convenient form : {a) Supplies to Branches (cost and selling prices) ; 
(6) Returns and allowances ; and (e) Cost of pacldng and despatch. 

Submit a suitable ruling for the above requirements, explain the advan- 
tages you claim for it, and make two specimen entries therein. {Royal 
Society Arts.) 

16 . A company owning 500 branch shops instruct you to prepare a 
suitable system of accounts. Simplicity is of the first importance, as the 
knowledge of accounts of the Branch Managers is very limited. The company 
deal in five main commodities and sundries. 

You are instructed to prepare forms of accounts, so that weeldy Profit 
and Loss Accounts may be prepared, continuous stoclts kept, and cost 
accounts giving quantities for each branch. Give (a) Form of accounts to 
be kept at each shop ; (6) Weekly accounts to be fonvarded to the Head 
Office ; (c) Head Office book of statistics. {Incorporated Accountants.) 

• 17 . Smith, Jones & Co. are the owners of a business working upon the 

multiple-shop system. No branch is allowed to purchase any Stock and 
can only make Petty Cash payments. All receipts are paid daily to the Credit 
of the firm at the local bank. 

Upon what basis should goods be charged out to the Branches ? 

Explain the records which the Head Office Bodes would show in the case 
of each Branch, {Incorporated Accountants.) 

18 . A company, having its Head Office in London, owns a factory in 
South Africa. During the year 19.., £10,000 in cash has been remitted 
from London to the factory, and bills for £5,000, drawn by the manager 
in South Africa on the Head Office, have been accepted. At the end of the 
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year it is found that there has been a loss on the working of the factory of 
£3,000, w'hich is transferred to the Head Office. Show the entries in the 
Head Office books recording these transactions. {Chartered Accountants.) 

19 . Messrs. Baxter St Sons, whose Head Office is in London, remitted 
£500 to their Manchester Branch on December 30th. The books of the Head 
Office and the Branch are balanced as on December 31st each year. The 
above-mentioned remittance did not reach Manchester until the morning of 
January 1st, following. How would you deal with the amount in question 
in the T rial Balances of the Head Office and Branch and when preparing the 
combined Balance Sheet of the whole business ? {London Chamber Commerce.) 

29 . A, B. Si Co., of London, possess several branch shops. A weeklysum 
is remitted to meet salaries and expenses. All goods are supplied from the 
Head Office, and no local purchases are permitted. All receipts are banked 
locally as and when received, and the local managers have no power to draw 
upon these banking accounts. The bulk of the sales are for cash, but a few 
credit sales are also effected, and are collected locally when due. 

You are required to submit a form of weekly Branch Return suitable to 
furnish the Head Office with all the necessary information. 

21 . The Roget Cigarette Company, Ltd., proposes to open twenty retail 
shops in various towns for the sale of (a) Cigaiettes, (6) Tobacco, and (c) Pipes 
and Sundries. 

All goods are to be supplied from a central warehouse in London. No 
local purchases of goods are to be allowed. 

You are required to draft instructions for the Head Office book-keeper : 
{a) As to the records to be kept in the Head Office hooks regarding goods 
forwarded to the branches ; {b) As to the returns to be made to the Head 
Office by the branches ; and (c) As to the best method of dealing with cash 
payments for expenses paid locally. {London Chamber Commerce.) 


22, A B. & Co.’s Stores. 

TRIAL BALANCE, DECEMBER 31ST. 




Head 

Manchester 

Liverpool 

Hull 



Of&ce, 

Branch. 

Branch. 

Branch. 



f. 

£ 

£ 

£ 

£ 

£ 

£ 

£ 

Stock, January ist 

Goodwill 

Freehold Premises 


850 

5,000 

6,500 


450 


425 


275 


A. Capital Account ^ . . . 


7,804 







B. Capital Account 



7,80+ 







Sales 



7,000 


3,834 




4,210 

Purchases 

Sundry Debtors 

Sundry Creditors 


5,000 

65S 

78 


4,2o8 

631 

4,000 

567 

276 

3,000 

458 



300 

162 

Trade Expenses 



70 


63 


32 


Salanes and Wages 


600 


450 


250 


250 


Rates and Taxes 


139 


X08 


150 


73 


Reserve for Bad and Doubtful Debts 

501 





Bad Debts 


38 


30 


22 


22 


Repairs . . 


150 








Postages .. 


30 


21 


U 


11 


Liverpool . . 

Manchester 



107 







Hull 

Head 0£Bce . . . . . . . , 



25J 

i6(i 


197 


251 


Invostments 

Income from Investments, . 


4,000 

320 







Cash at Bank 


1,000 








i 

24*043 

24*043 

6,134 

6,134 

5,688 

5,688 

4,370 

4,372 

Stock, December 3 rtt .. . 


884 


550 

— 

450 


300 
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From the above Trial Balances prepare Trading and Profit and Loss 
Accounts and Balance Sheet of the partnership. {Incorporated Accountants^ 

23 . Weston Wheeler, a letail trader, has three shops. His books show 
the following p.irticulars at the close of his financial year on March 31st : — 

Bath, Birmingham. Bristol, 

l l L 

Stock, April I St, previous yeai .. 2,000 3,000 i,ooo 


Wages 3SO 250 300 

Rent 200 350 250 

Sales S>o°o 4,000 3,000 

Stock, March 31st 2,000 4,000 i.Soo 


His total Purchases were ,(,'10,500 and General Expenses £480. His 
buyer fixes the selling price of the goods by adding to the cost price of the 
goods the same percentage throughout the Blanches. His geneial expenses 
are borne by each shop in proportion to its turnover. Show the net profits 
of each shop. {Centred Association Accountants.) 

24 . In the Balance Sheet of a company submitted to you for audit, you 
find, amongst others, the following items : — 


Creditors in London (Head Office) 10,000 

Due to Manchester Branch 2,000 

Due to Glasgow Branch i ,000 


£13,000 


Debtors in London (Head Office) 15,000 

Due from Liverpool Branch 3,000 

Due from Birmingham Branch 1,800 

Due from Belfast Branch 200 


£20,000 


What adjustments, if any, would you require before certifying ? {Char- 
tered Accountants.) 

25 . The X Z Company, of London, has a Branch at Newcastle-on-Tyne. 
Goods sold at Newcastle are supplied from London, but no charge is made 
in the books as between the Branch and Head Office. On December 31st, 
the Branch Balance Sheet, after closing the books, was as follows ; — 


Dr. 

£ 

Sales Ledger Balances 
Premises Extension Ac- 

46,700 

count, closed to Head 
Office 

0 

Cash in hand 

so 

Cash at Bank 

i,z6o 


£48,010 


Cr. 

£ 

Bought Ledger Balances . . 3,290 

Head Office 44,720 


£48,010 


In the six months to June 30th next, the following transactions took 
place at the Branch : — Sales, £54,180 ; Purchases, £4,200 j Wages (paid), 
£5,700 ; Salaries, £560 ; Directors’ Fees, £zoo ; Fire Insurance Premium for 
one year, £480 ; Cash collected on account Sales Ledger Accounts, £42,000; 
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Discount allowed on account Sales Ledger Accounts, ^a,SOo ; Cash paid 
Bought Ledger Accounts, £3,800 ; Cash sent to London, £29,560 ; Premises 
Extension, further payments to Contractors, £1,500. 

There is Cash in hand on June 30th, £60, and a Bank Balance, £1,550. 
Set out the Head Office Account in the Newcastle books on June 30th, 
to show the entrie.s after the books are closed, and also the Branch Balance 
Sheet at that date, assuming it to be made up on the same lines as on 
December 31st. {Chartered Accountants^ 

26 . The Southern Trading Company, Ltd., has a Head Office at London 
and a Branch at Southampton. From the following Trial Balances prepare 
a combined Balance Sheet of the whole undertalcing. 


LONDON TRIAL BALANCE, 

DECEMBER 

3 1 ST. 



De. 

Cr. 


Cash 

Stock on hand 

Sundry Debtors 

£ s. d. 
Sii 13 6 

2,214 Q ^ 
5,616 4 2 

£ s. 

d. 

Sundry Creditors 

Furniture and Fixtures 

Zzz 9 I 

314 I 

9 

Share Capital, 10,000 £i Shares, fully paid 
Profit and Loss Account — 

10,000 0 

0 

Balance, January ist 


III 19 

6 

Profit for year 

Southampton Branch 

2.473 S 6 

711 19 

8 


£11,138 0 II 

£11,138 0 

II 

SOUTHAMPTON TRIAL BALANCE, DECEMBER 3 ist. 

Dr. Cr. 


Cash 

Sundry Debtors 

£ s. d. 
4H 12 6 
3 .II 2 9 S 

£ s. 

d. 

Sundry Creditors 

Stock on hand 

1,111 14 3 

2,442 I 

9 

London Office 


1,674 I 

8 

Profit for year 


SI9 12 

8 


£4,635 16 I 

£4,633 16 

I 


The difference between the London Office balance in the Branch books 
and the latter’s balance in the London Office books is accounted for by the 
fact that London remitted £700 cash to Southampton on December 31st 
and forwarded to Southampton goods invoiced at £99 3s. rod., both of 
which did not reach Southampton until January ist following. 

27 . The Manager of a Branch Office receives a cheque each month from 
the proceeds of which be has to discharge : («) The monthly trade accounts; 
(b) Salaries and office expenses. 

With regard to receip s, he collects local accounts (with instructions to 
pay the same daily to the credit of Head Office at Bank). 

Upon investigation it is found : (i) That all monthly accounts due to the 
firm are one month in arrear, and that the dates of vouchers have been altered 
to correspond with the false entries in the Branch Cash Book (copies of entries 
being forwarded to Head Office weekly). (2) That tlie Manager has paid 
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to each employee only half a month’s salary, explaining as his reason that 
Head Office had short-remitted him, owing to an erior in the additions, made 
by Head Office, in the monthly Schedule of accounts payable. (3) That the 
Manager has collected accounts in cash, paying part only of the proceeds to 
Head Office account at Bank. 

You are requested to diaft a scheme which, in your judgment, will prevent 
a repetition of such frauds. {Incorporated Accountants) 


III. Foreign Branch Accounts. 

The subject of Foreign Exchange is briefly treated in Chap. XXII 
{see pp. 820-836), Flere we are concerned with the keeping and 
preparation of accounts involving the element of foreign exchange, 
and the complications incident thereto. 

The explanations previously given in regard to Branch Accounts 
where both the parent house and the branches operate in the same 
country apply also when the Head Office is domiciled in this country, 
and the branch in a foreign country, subject, however, to certain modi- 
fications arising from the different currencies employed in trading. 
No new book-keeping principles are involved ; the difference arises 
from currency fluctuations. 

Clearly, it is impracticable that the whole of the Branch books 
should be kept at the Head Office ; the Branch must keep its own 
books. Flead Office treats its branches as debtors for all remittances 
in cash or goods, and the Branches respond by treating H.O. as a 
creditor. The method already explained whereby Branch Profits 
are brought into the H.O. books by means of a debit to the Branch 
account also applies in principle. 

The H.O. books must, of course, be kept at home in sterling to 
provide a sterling Trial Balance, and the Branch books must be kept 
abroad in the local currency in order to record details of the local 
trading. The transfers of value continually passing between H.O. 
and Branch are recorded in a Branch Account kept in the H.O. books, 
and complemented in a H.O. Account kept in local currency in the 
books of the Branch. 

Book-keeping Methods. — There are three methods of recording 
transactions with foreign branches : 

(1) Assume for book-keeping purposes that a stated sum in 
foreign currency is the exact equivalent of a stated sum in sterling, 
for example, that ,84.866 = £x. This method is employed when 
the currency is stable, and it is usual to take, as in the illustration, 
the mint par of exchange between the currencies, or the nearest 
round figure to the mint par. 

(2) Allow the H.O. books and the Branch books to run inde- 
pendently, and, at balancing periods, when the figures are combined, 
convert the items in the foreign Trial Balance into sterling at equitable 
rates, having regard to their nature and the circumstances of their 

40 
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origin. This method is employed when the currency of the foreign 
branch is unstable. 

(3) Although the exchange rate between the home and the foreign 
currency fluctuates widely, assume an artificial parity as in (i), and 
make the periodical adjustments in the books required to correct 
the excess or defect in the valuations arising from the assumption. 

(i) Stable Exchange. 

Here the fixed conversion rate assumed for all inter-house transac- 
tions will obviate the futile labour that would be involved if every 
transaction between H.O. and the Branches were worked out at the 
actual exchange rate ruling on the various dates. 

Mode of Procedure. — ^The Branch will keep both its own and 
its H.O. Account in local currency. Memorandum columns will be 
provided on either side of the latter account to accommodate the 
sterling equivalent of each item therein, converted at the rate adopted. 
The H.O. will keep its accounts in sterling, and make similar provision 
for the insertion on both sides of the Foreign Branch Account of the 
foreign equivalent of each item appearing therein. Thus the Branch 
Account in the H.O. Ledger, and the H.O. Account in the Branch 
Ledger, will be exact counterparts of each other, both as regards their 
sterling and their local currency columns, and if the Branch Trial 
Balance as a whole is converted into sterling at the agreed rate of 
exchange, it can be amalgamated with the H.O. Trial Balance in exactly 
the same way as would be followed if the Branch were a home and 
not a foreign one. The employment of a fixed rate of exchange links 
the books at home kept in sterling with the books abroad kept in local 
currency, and the harmony of the two sets of books (allowing for mere 
matters of arithmetic) is complete. 

Moreover, any balance appearing in the Branch books can be 
written off these books, and transferred to the H.O. books through the 
reciprocal account kept between the two houses, always, of course, at 
the agreed rate of exchange. Thus, when the Branch has ascertained 
its profits, it can transfer them, in local currency, to the credit of the 
H.O. Account, and the H.O, can pass an entry through its own books, 
at the agreed rate of exchange, for the sterling equivalent of the profit, 
debiting the Branch, and crediting its own General Profit and Loss 
Account. 

Profit or Loss on Exchange Account. — Since the harmony of 
the home and foreign books proceeds from the conversion of all intei- 
house transactions at the one invariable rate of exchange, it follows that 
any transactions efliected at rates other than the rate adopted must 
nevertheless be put through the reciprocal account at the adopted and 
not at the actual rate, and that the difference between the two rates 
must be written off to a Profit or Loss on Exchange Account, or 
Difference in Exchange Account. 
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Thus, a London House, working on the basis of the fixed rate of 
£i = Mks. 20, remits Mks. 100,000 to its Berlin Office, at the rate 
of = Mks. 20.42, costing ;£4,897 3s. 2d. It must therefore debit 
its Berlin Office with Mks. 100,000 (at £1 = Mks. 20) =£5,000, 
and credit the difference of £103 i6s. rod; to Profit and Loss on 
Exchange Account. Similarly, if the Berlin Office remits London 
^2,000 at the rate of £i — Mks. 20.45, costing Mks. 40,900, it must 
either debit London with Mks. 40,000 (i.e. at the fixed rate) and write 
off the difference of Mks. 900 to Profit and Loss on Exchange Account, 
or, alternatively, it must debit London with the sterling equivalent 
of Mks. 40,900 at the fixed rate = £2,045, London must, when 
responding to the entry, debit £45 to Profit and Loss on Exchange 
Account as representing the difference between the sterling equivalent 
and £2,000. 

Any credit balance on the Profit and Loss on Exchange Account 
is better carried forward as a reserve against future differences and 
fluctuations. Any debit balance should be written off at once. 

(2) Floctuating Exchange. 

When a business house has a branch or branches in a country whose 
monetary unit fluctuates in its sterling value, the home office, in addition 
to being subject to the ordinary vicissitudes inseparable from the 
endeavour to earn a local trading profit, is always faced with uncertainty 
as to the extent to which the local profit, when earned, will be affected 
by exchange relations between the two countries. 

Ordinary Book-keeping Principles Apply. — In the main, the 
ordinary routine of inter-house book-keeping applies, whether the 
Parent House and its Branch are located in the same, or in different 
countries ; or, if the Branch is a foreign one, whether the local currency 
is stable or unstable. The Parent House keeps its books in sterling, 
and treats its Branch as a debtor for all remittances in money or kind, 
and the Branch keeps its accounts in the currency of its domicile, i.e. 
either in sterling, or a stable or fluctuating foreign currency, and treats 
the H.O. as a creditor for all credits or remittances received. 

It has been shown above that where the exchange between two 
countries is stable a fixed conversion rate is used, and the Branch and 
H.O. books form the two halves of a single set of books, connected 
throughout the year by means of the reciprocal accounts. But when 
the local currency of the Branch is unstable, the H.O. and Branch 
books must, for the most part, be kept independently, and they cannot, 
be combined with the H.O. books for the purpose of preparing the 
accounts of the whole undertaking until they have been subjected to 
revision in the light of exchange values. 

Remittances Account. — It has already been mentioned that the 
H.O., in all cases, opens a ledger account for each individual foreign 
branch, to which remittances to or from the branch are either debited 
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or credited as the case may require. But when dealing with fluctuating 
currencies, it is preferaUe to record remittances in a subsidiary 
Remittances Account, in order to relieve the main Branch Account 
of the cumbersome detail. If this method is adopted, all remittances 
will, in the first place, be posted to the Remittances Account, and the 
total of that account will subsequently be transferred to the Branch 
Account proper. Both the Remittances and the Branch Accounts will 
be provided with currency and sterling columns, and the exact amount 
of currency will be placed against each item. The debit balance 
appearing in the Branch Account in the H.O. books, will, in these 
circumstances, represent the amount invested by the H.O. in the Branch 
business, and any profits that may be made by the Branch will represent 
the return on the investment. 

Book-keeping by the Branch. — The foreign branch will conduct 
its book-keeping independently throughout, in the local currency. 
Like the H.O., it will open a Remittances Account, and also a H.O. 
Account, keeping both in sterling and in local currency. Allowing 
for the differences in dates, these accounts will be exact counterparts 
of the H.O. accounts. At the end of a trading period, the accounts 
must be reconciled by adjustments for items in course of transit, as 
already explained in connection with Branch and H.O. Accounts in 
general. 

Conversion of Foreign Branch Account. — When the reciprocal 
H.O. and Branch Accounts have been reconciled as explained above, 
the Branch Trial Balance in local currency must be converted by the 
H.O. into a sterling Trial Balance, in order that it may be incorporated 
with the H.O. Trial Balance, and thus form a combined statement 
for the whole undertaking. But the Branch Trial Balance cannot be 
converted into sterling at a uniform fixed rate, as it could if the exchange 
were stable. Each item must be considered on its merits, and must 
be converted at such a rate of exchange as, in the circumstances, is 
most equitable. As a consequence of this treatment, the Branch 
Trial Balance, when converted, will not show equal debit and credit 
sterling totals. When all the items have been converted into sterling, 
the two sides are bound to disagree, and to effect the necessary agree- 
ment the difference must be inserted as a profit or a loss on exchange 
as the case may require. 

Rules for Conversion. — The rules for converting the various 
items in the Branch Trial Balance are as follows 

(i) Fixed assets must be valued at the rate which ruled at the 
time of their purchase, or when funds were specially remitted to pay 
for them. 

The reason for this is that the assets are acquired for permanent 
use by the Branch, and not for sale, and once the rate is determined 
it should, in ordinary circumstances, remain unaltered. 

Additions to fixed assets made during the trading pe}-iod, and also 
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long term mortgages, or other fixed liabilities, should be converted on 
the sa?ne principle. Capital expenditure, spread over a period, may 
be convetted en bloc at the average ruling iate for the period. 

In some eases the fixed assets accounts are transferred from the 
Branch to the H.O. books, through the reciprocal accounts. In 
such cases they no longer appear in the Branch Trial Balance. Fre- 
quently this is a wise proceeding, since it permits questions of 
depreciation to be dealt with more conveniently. The transfer 
must be made on the principles mentioned above. It must be 
understood that any depreciation which it may be necessary to make 
is a separate matter, and must be treated separately. If the deprecia- 
tion is on a percentage basis, and the asset accounts are kept in the 
Branch books, the rate of conversion for the depreciation (written 
off in the Branch books) must be the same as that employed for the 
asset itself. 

(3) Floating assets and liabilities, held or incurred for realisation, 
or payment in ready money, must be converted at the rate ruling on 
the last day of each trading period, just as though they had actually 
been realised or paid at that date. 

(3) Profit and Loss balances, or the single balance of the Profit and 
Loss Account, where that alone is shown, should be converted at rates 
closely approximate to those riding when the profits or losses arose. 

In practice, the average rate for the period is usually employed 
for conversion of the Profit and Loss balance, on the assumption 
that profits or losses have accrued equally throughout the period. 
The average rate is obtained by adding together the rates for, say, 
the first day of each month comprised in the period, and dividing 
the total by the number of days taken into average. 

(4) Remittances detailed in the Remittances Account and trans- 
ferred, in total, to the H.O. and Branch Accounts respectively, and 
the balances of the H.O. and Branch Accounts respectively, must he 
brought in at the actual rates at which they were made. 

It has already been stated that the sterling Trial Balance resulting 
from these various conversions will fail to agree until it has been 
adjusted by debiting or crediting the difference as profit or loss on 
exchange as the case may require. But since the profit or loss on 
exchange arises mainly in connection with the circulating assets and 
liabilities, it is essential, if a loss has occurred, to charge it against 
current revenue. If a profit on exchange is shown, it is doubtless 
permissible to carry it to the credit of current revenue, but it is more 
prudent to place it to the credit of a Reserve for Exchange Fluctuations, 
in order to provide for possible future losses. 

The following example illustrates the principles enunciated above : — 

Illustration . — From the following Trial Balances prepare the Balance 
Sheet of the Nictheroy Agency and Trading Company, Ltd. 
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RIO DE JANEIRO TRIAL BALANCE, DECEMBER 31, 19.. 

Dr. Cr. 



Milreis 

Milreis. 

Cash in hand 

1,500.000 


Cash at London and South American Bank, Ltd. 

15,075.000 


Sundry Debtors 

75 , 390.000 


Stock on hand 

60,.,] 66.500 


Sundry Creditors 

32,590.400 

Land and Buildings 

13,241.200 

Plant and Machineiy 

1,141.300 


Furniture and Fittings 

London Office Account : — 

1,011.200 


Balance, January I, 19.. — £6,250 
Remittances during the year = £i ,580 2s. 6d. 


100,000.000 


25,000.000 

Profit and Loss Account (Balance) 


10,23.1.800 

Ms. 

167,825.200 

167,825.200 


LONDON TRIAL BALANCE, DECEMBER 31, 19... 

Dr. Cr. 


Share Capital 

Sundry Creditors 

Sundry Debtors 

Cash at Bank 

Rio de Janeiro Office Account, January i, 

19. ., Ms. 100,000 

Rio de Janeiro Office Remittances during 
the year, Ms. 25,000 


I 


s, d. 


200 

168 



I 

4,000 

4,198 


s. d. 
o o 
4 6 


6,250 0 o 
1,580 2 6 


£8,198 


£8,198 


The rate of exchange may be assumed to have been as follows : At 
December 31, 19.., i6d. per milreis ; average rate for 19.., isJd. per 
milreis. The Land, Buildings, Plant, Machinery, Fixtures, and Fittings 
were bought when the rate of exchange was 156. per milreis. Any profit 
on exchange is to be placed to a Reserve for Exchange Fluctuations Account. 


Foreign Branch Ledger at Head Office. — In some undertakings 
a duplicate of the General Ledger of each Branch is kept at the H.O. 
Whether this procedure is wise in any given case depends largely upon 
the distance between the H.O. and the Branch ; the effectiveness of 
the control exercised by H.O. ; the Branch book-keeping facilities, 
and other similar considerations. When a duplicate of the Branch 
Ledger is kept at the H.O., it is chiefly in total form, and involves, of 
course, the despatch by the Branch of summarised duplicates of its 
Cash Book, and its Purchases, Sales, and other journals. The keeping 
of a duplicate Branch Ledger by the H.O. affords a ready means of 
controlling the Branch, but it must be kept complete and up to date. 











RIO DE JANEIRO TRIAL BALANCE AT DECEMBER 31, 19.., CONVERTED INTO STERLING. 
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and wholly in currency, as it would be by the Branch itself. It ranks 
only as a memorandum ledger, and forms no part of the H.O. accouni- 
iitg system. Such a ledger can, of course, be kept for any Branch, no 
matter what the local exchange conditions may be. 

(3) Fluctuating Exchange assumed to be Stable. 

In some cases it is convenient, even though the exchange is unstable, 
to assume a fixed rate, and to conduct the book-keeping on that assump- 
tion, in the way already described as applicable to a stable exchange. 
This method does not always give such exact results as would be 
obtained by treating the foreign currency for what it is, viz. un- 
stable, but provided periodical revaluations are made, should the actual 
exchange rate greatly differ from the rate assumed, it furnishes in many 
cases a fair working result. 

By this method all transfers of funds or credits between H.O. and 
the Branches are passed through the Remittances Account in the 
H.O. books at the fixed rate adopted, any diEerence between the 
adopted and the actual cost or proceeds of any particular item being 
debited or credited as the case may require, to Profit or Loss on 
Exchange Account. The balance of the latter account needs specially 
conservative treatment. 

Treatment of Balance of Profit and Loss on Exchange 
Account. — Reference should be made as far as possible to the particular 
transactions between the H.O. and Branch which gave rise to the 
nominal profit or loss on exchange in order that it may be apportioned 
equitably over the transactions. For example, nominal profit on 
exchange arising from remittances abroad to pay for the goods traded 
in, or to meet ordinary working expenses, should be added to the 
gross or net trading profit remitted from the Branch at the end of the 
trading period ; or, alternatively, applied to the reduction of the debits 
which appear in the Trading or Profit and Loss Account. Similarly, 
if the profit arises from remittances to defray capital expenditure, it 
should go to reduce such expenditure, and must not be used in relief 
of revenue charges. Nominal losses on exchange require like, but 
converse, treatment. Concurrently, the general course of the exchange 
must be watched, and the fixed rate adopted for book-keeping purposes 
must be revised in case of need. 

Branch Ledger at Head Office.— When, in dealing with an 
unstable exchange, the adoption of a fixed rate is convenient, it is 
often possible, by keeping at the H.O. a local Currency Ledger for 
Branch transactions, to relieve the local manager from the necessity 
of sending to the H.O. anything more elaborate than monthly cash 
and store returns, and similar simple statements. This is frequently 
an advantage, e.g. in the case of some mining and plantation companies, 
where there is no expert book-keeping staE at the local office. The 
Branch Ledger in local currency kept at the H.O. replaces the Ledger 



The Kintrang Gold Concesa’ons, Limited. 

MANAGER’S LOCAL CASH ACCOUNT FOR THE MONTH OF DECEMBER, 19. 
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items are converted into sterling in the columns provided. 



SUMMARY OF STORES FOR THE MONTH OF DECEMBER, 19. 


618 
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which the local office would otherwise have to keep. The method of 
amalgamating the H.O. Ledgers at balancing times follows the lines 
already laid down, the only difference being the domicile of the books. 

In the case of mine accounts, the statements sent must show clearly 
the apportionments, as between current revenue and capital expenditure, 
of the cash and stores disbursed. In the case of stores, the return 
should take the form of a monthly debit and credit Summary showing 
the stores received and issued, and this must be duly balanced, and 
supported by detailed lists of the stores issued. 

Plantation returns should give full details of the cash payments 
made and stores issued, and should show which of them relate to the 
crop account for the period, and which to future crops, or to capital 
expenditure. 

The forms on pp. 617-19 illustrate the cash and stores accounts of a 
mine, the book-keeping in connection with which is done in London, 
on the basis of an assumed fixed rate of exchange. Plantation state- 
ments are sometimes drawn up on similar lines. 


STORES ISSUED DURING THE MONTH OF DECEMBER, iq. . 



Details. 

Chargeable as 
Capital 
Expenditure. 

Chargeable as 
Revenue 
Expenditure, 

Currency. 

Sterling. 

Currency. 

Steilmg. 

19... 


$ 

c. 

i 

S. 

d. 

$ 

c. 

£ 

8. 

d. 

Dec. I 

Ropes and pitwood, Shift i 

15 

20 




1,045 

90 





Fuses, ropes, pitwood. and explosives. 












Shift I . . 

8a 

00 




234 

90 




M 9 

Fuses, ropes, pitwood, and explosives, 












Shift 2 

342 

00 




I2X 

10 





Small tools and timber, per list, Shifts i 












and 2; ropes, sand, and pitwood, 












Shift 2 

422 

80 




716 

80 




l> 15 

Small sundries, Shifts X and 2 .. 

19 

20 




14 

20 





Small sundries for enfune-house repairs 

5 

60 




100 

00 




25 

Small sundries for engine-house repairs 

2 

30 




191 

00 




>1 29 

Oil and lubricants, engine-room , . 

4 

90 




45 

60 




„ 31 

Fodder for ponies. Stable and engine- 












room supplies 

261 

00 




320 

50 





Totals, as given in summary for month 

Sr.rSS 

00 

£115 

6 

0 

$2,900 

00 

Pm 

0 

0 


Certified as correct. 

A B, Storekeeper. 

C D, Accountant. 

E F, Manager. 

(4) Transactions in Foreign Currency. 

It is the British custom to invoice goods in sterling, in order that 
the risk of profit or loss on exchange may fall upon the foreign customer. 
Competition, however, renders it more and more necessary to price 
and invoice goods in the customer’s currency, and this necessity will 
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probably grow more acute in the future, as competition in international 
trade increases. It is usual, in any case, to record sales in both currency 
and sterling, keeping special Foreign Sales Day Books, and Foreign 
Sales Ledgers, with double columns for this purpose. As each transac- 
tion is completed and paid for, the profit or loss on exchange is trans- 
ferred to a special account. The following example will make the 
method clear : — 

A of London invoices to B of New York the following 

250 copies Library of Modern Thought .. $1.35 each 
350 copies Great Philosopher Series .. ? 1.50 each 

A used a fixed rate of I4.86 — for conversion in his books. 

B remitted a sight draft for the amount, which realised ^£141 15s. 


FOREIGN SALES DAY BOOK. 



Ledger 

Folio. 

Currency. 

Sterling. 

B, New York 

250 copies Library of Modern TbougUt at $1.25 . . . . 

sso copies Great Piiilosoplier Senes at $1.50 


$ 

312 

375 

c. 

50 

00 

£ 

s. 

d. 

$687 

50 

£141 

9 

2 


FOREIGN SALES LEDGER. 


B. New Yoek. 




s 

C. 

£ 

s. 

cl. 




c. 

£ 

S. 

d. 

To Sundries 


687 

50 

I4I 

9 

2 

By Cash 


687 

50 

141 

15 

0 

, Exchange Account 










(profit) 





5 

10 









(5) Branch Capital Expenditure — Fluctuating Currency. 

The student will understand that no actually realised differences 
in exchange exist in connection with foreign capital assets. Cautious 
finance, however, acknowledges the necessity of taldng all factors 
into consideration when including foreign Branch figures in the Head 
Office Amalgamated Balance Sheet. 

When the parent undertaking is engaged in constructing fixed 
assets in a foreign country where the currency fluctuates violently, 
it is often essential to keep the capital expenditure accounts in the H.O. 
books, and in sterling, and to transfer all such expenditure from the 
Branch to the H.O. books at short periodical intervals. In this way 
the Branch books are relieved of capital assets which, to a consider- 
able extent, are protected from exchange fluctuations. The only 
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balances then remaining on the Branch books are those representing 
floating assets and liabilities, all of which, with the possible exception 
of the Materials Stock Account, are properly subject to the course of 
the exchange. 

This plan necessitates no very special book-keeping features. A 
Capital Expenditure Account should be kept in local currency in the 
Branch bobks, to which all capital expenditure should be debited. 
Memorandum columns can be added to the account for inserting 
against each item either the actual exchange rate, or the sterling 
figure at the correct rate, or both. 

At the end of the fixed interval, e.g. a month, the total debit shown 
in local currency in the Capital Expenditure Account kept in the 
Branch books should be converted, either at the actual rates used for 
its component items, or at the average of those rates, and transferred 
from that account to the debit of H.O. Account. A detailed statement 
of the total debit should be sent to H.O. for incorporation in its books, 
by means of a compensating credit entry in the Branch Account and 
a debit entry in the Capital Expenditure Account. 

All conversions, including the charging back of capital expenditure, 
should be effected at rates as closely approximate as possible to the 
actual rates experienced, i.e. either at the, actual rate or the averaged 
rate for the period. As provided for above, this will involve keeping 
notes of the actual exchange rates experienced. 

Local Stores Account in Sterling. — It is sometimes found 
useful to insert against each item in the Stores and Materials Account, 
kept in local currency in the Branch ledger, its sterling equivalent. 
Stores can then be issued on the basis of sterling cost, and the monthly 
sterling total to be debited to H.O. is thus easily determined. The 
sterling figures are then the governing figures of the Stores Account, 
although the currency figures are necessarily employed to prepare the 
general Trial Balance of the Branch Ledger. Each receipt or purchase 
of stores is debited in sterling and in currency, the conversion rate 
being the rate ruling at the time of purchase. Each issue of stores, 
whether for local revenue expenditure or for capital expenditure 
on behalf of the H.O., is credited at its sterling cost, the local currency 
figures inserted being the equivalent of that cost at the rate of exchange 
on the day of issue. The sterling equivalent of stores issued for local 
revenue purposes is of no interest apart from the Stores Account, 
and such items find their way to the local Profit and Loss Account 
in currency only. When balancing the Stores Account, the sterling 
balance in the memorandum columns should be inserted and extended 
to the currency columns at the rate mling on the last day of the period 
covered by the account. The sterling columns will thus agree, but 
the currency columns will show a difference on one side or the other, 
which must be written off, in currency only, to the debit or credit of 
H.O. Account, and is thus eliminated. The H.O. will respond to the 
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entry in currency only, and since the currency columns of the H.O. 
books are of purely statistical interest, the adjustment of the difference 
is of no consequence. 

* 

EXAMINATION QUESTIONS 

I . What do you understand by “ exchange ” as between countries ? 
Explain why the rate of exchange between two countries fluctuates from 
day to day. (^Chartered Accountants.) 

2 Describe briefly how international trade dealings are settled. {Royal 
Society Arts.) 

3 . H. E. Richardson & Co., of London, desire to remit £396 83. 6d. to 
Hokoashi & Co,, of Kobd, Japan. Describe three different methods of 
effecting the remittance which are open to Richardson & Co. (Royal Society 
Arts.) 

4 . Briefly explain the expression “ par of exchange.” (Royal Society 
Arts.) 

5 . Explain the mutual relations of the rates of discount ruling in any 
two given monetary centres and the rales of exchange between such centres. 
(Chartered Institute Secretaries.) 

6. In consequence of the war, the rates of exchange all over the world 
have been subject to violent fluctuations. Explain a system whereby the 
comparison of the Annual Trading Account figures may be preserved and 
the item, “ Loss in Exchange ” eliminated. (Incorporated Accountants!) 

7 . What is the “ mint par of exchange ” ? Explain why it varies from 
the actual rate of exchange from time to time. (Chartered Accountants.) 

8 . The undermentioned items, amongst others, appeared in The Times 
newspaper, in a colutnn headed “Foreign Exchanges”: Paris, 124-124-1; 
New York, 4,87-4, Sy-rif. Interpret the meaning of the items quoted. (Royal 
Society Arts.) 

9 . How would you treat Foreign Branch Accounts in the following cases : 

(1) Where the rate of exchange is stable ; (2) Where the rate of exchange 
is fluctuating ? Explain on what basis you would incorporate the accounts 
of the Foreign Branch in the Head Office books, taking France as an example 
of a stable rate and Brazil as an example of a fluctuating one. (Chartered 
Accountants.) 

10 . Messrs. Pernet Ditcher & Co., Ltd., London, have a branch office 
in a South American Republic, where the exchange fluctuations are con- 
siderable. The books of the Branch are kept in local currency only, and, at 
the close of each financial year, a Trial Balance, Profit and Loss Account and 
Balance Sheet are sent to the London office. 

Briefly describe how you would amalgamate the Branch figures with those 
of the Plead Office. 

At what rates would you convert (i) the Profit and Loss Account balance ; 

(2) the Floating Assets ; (3) the Fixed Assets ; and (4) Remittances from 
London ? (London Chamber Commerced 

II . A London company, owning a mine in India, receives monthly cash 
statements, in Indian currency, from its local manager. 

How would you pa.ss these returns into the company’s books and effect 
the necessary conversion into sterling ? 

Illustrate your answer by means of rulings of the book or books you 
would suggest, and enter therein six imaginary transactions. (London Chamber 
Commerce.) 

12 . A firm in London owns a business in Russia, and receives from the 
local manager a monthly statement of the transactions in Russian currency. 
How would you give effect to these transactions in the London books ? Give 
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rulings and three imaginary entries. (The approximate value of a Russian 
rouble = 100 kopecks is as. i^d.) {Central Association Accountants.) 

13 . A and B, carrying on business in London, had established a branch 
in New York on January i, 1913, sending over Stock and Cash to the value 
of £1,000 as working capital. In the London books this appeared as “ Capital, 
New York, £1,000.” The equivalent in the New York books was §4,875- 
Profits were made in New York as follows : 1913, §3,763.43 ; 1914, $3,419.40 ; 
1915, $4,35o.tS- As on December 31, 1915, the Bianch was sold, the pur- 
chasers paying $10,000 for the goodwill, and taking over assets and liabilities 
at book figures. They remitted the full amount by diaft (the exchange being 
I4.76I), and this had come to hand before the London accounts were closed 
tor 1915- By arrangement, no New York profits had previously been bi ought 
into the London books. A and B, sharing profits five-eighths and three- 
eighths, make the necessary Journal entry in the London books to explain 
and close the transaction, as far as possible, as on December 31, 1915. 
{Chartered Accountants.) 

14 . In preparing the Balance Sheet of a Bank having foreign branches, 
at what rates should the curiency figures of the Balance Sheet and Profit 
and Loss Account be converted into sterling in the case (a) of a Branch in 
France ; {b) of a Branch in Brazil ? How would you deal with any difference 
arising on conversion ? {Chartered Accountants.) 

15 . You are auditing the accounts of a Lwerpool merchant, with branch 
houses in New York, Valparaiso, and Lima, and owning freehold premises 
in each of those places, debited in the books of such branches respectively. 
The balance of assets over liabilities at each branch is translated at the rate 
of exchange ruling at the date on which the balance is taken, and treated as 
an asset in the Balance Sheet of the firm. Can you pass these entries ? If 
not, state fully what adjustments would, in your opinion, be necessary 
{Chartered Accountants.) 

16 . At what rates of exchange would you convert the following classes of 
balances, in the Trial Balance of the Brazilian Branch of a British limited 
company, for incorporation in the London books of the company at the end 
of a financial year ? Give a reason for your answer in each case, {a) Fixed 
Assets ; (i) Floating Assets and Current Liabilities ; (c) Profit and Loss 
balance ; {d) Remittances. {Chartered Accountants.) 


17. A. Brown & Co., London and Iho de Janeiro. 

RIO DE JANEIRO TRIAL BALANCE, DECEMBER 

Dn. 

Milreis. 

Freehold Land and Buildings (at January ist) . . . . 250,000 

Freehold Land and Buildings (additions during year) n,ooo 
Stock of Goods on hand (December 31st) . . . . 33,032 

Sundry Debtors 160,640 

Sundry Creditors 

Bills Receivable . 48149b 

Investment : Milreis 50,000 State of Amazonas 

Internal 5 % Bonds, bought at 90 4SiOoci 

Cash at London & Brazilian Bank 49ib33 

Profit and Loss Account (balance, December 31st) . . 

Head Office Account (balance, January ist) 

Remittance Account (£10,000 remitted to London) , . 1 60,000 


3 1 ST. 

Or. 

Milreis. 


96,656 


60,672 

599.473 


Ms. 756,800 Ms. 756,800 


From the above information prepare the Trial Balance for incorporation 
with that prepared from the London books. 
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The Freehold Land and Buildings are to be converted at the rate ruling 
when the assets were purchased (i5}d. per milreis), and the additions at the 
aveiage rate ruling for the year (isid.). The rate ruling at the close of the 
year was i5d. The Investment was bought as a permanent investment 
and is to be tieated as having been bought at a time when the rate ruling was 
i6d. The equivalent of the Head Office Account balance (Ms. 599,472.000) 
as shown by the London boolrs is £37,469 tas. yd. 

18 . Prepare from the following figures a detailed statement, in a concise 
form, showing that the surplus assets abroad would be sufficient to provide 
for the excess liabilities (including Capital) in England : — 



Ungland. 

Mexico, 

Burmah. 

i 


£ 

s. 

d. 

Dollars. 

Ks. 

a. 

P. 

Cash 

1,07s 

2 

10 

10,400.7s 

1 , 35,990 

14 

6 

Creditors 

120,080 

10 

10 

35 , 888.54 

7,58,900 

12 

0 

Debtors 

13,822 

10 

4 

16,952.12 

1,97,886 

12 

2 

Bills Receivable 

17,128 

10 

6 

3,75,000 

tS 

10 

Bills Payable 

60,220 

18 

6 


4,350 

14 

2 

Investments 

I 4 > 9 S 4 

6 

8 

2,000.00 

30,600 

0 

0 

Shipments 

70,426 

16 

II 

5 , 541-02 

1,05.989 

10 

0 

Stock 

440 

14 

6 

160,072.25 

6,45.763 

4 

8 

Re.seivos 

100,000 

0 

0 

2,000.00 

1,50,000 

0 

0 

Share Capital 

1 50,000 

0 

0 




Profit 

3.857 

13 

10 





Payments in Advance 

444 

4 

4 

7,420-90 

85,275 

2 

0 

Properties 

220,000 

0 

0 

12,000.00 

1,65,000 

0 

0 

Advances to Natives , . 





3,45.000 

0 

0 


The dollarto be convertedatas.and therupee at IS. 4d (i6annas = irupee, 
12 pies = I anna). (^Chartered Accountants.) 

19 . The Chemical Supply Company, Ltd., London, has branches at 
Calcutta and Bombay. The nominal Capital of the Company is £20,000, 
divided into 10,000 Ordinary and 10,000 Preference Shaies of £i each. 

The accounts of the Indian branches are audited by a firm of chartered 
accountants, who supplied the following Balance Sheet as on June 30, 19. . : — 


Liabilities. Assets. 



Calcutta, 

Bombay. 


Calcutta. 

Bombay. 


Rupees. 

Rupees. 


Rupees. 

Rupees. 

London Office 

136,305 

67,110 

Stock 

104,580 

63,255 

Creditois 

700 

1,780 

Debtors . . . . 

40,830 

4,300 

Bad Debts Reserve 

*,ss° 

1,400 

h'ittings and Pur- 

Bombay Branch . . 

L 9 SO 

12,280 

■ — 

niture 

6,350 

95° 

Profit for the year 

8,375 

Calcutta Branch . . 
Formation E.x- 


1,950 





penses 

Cash in hand and 

— 

1,250 




at Bank . . 

2,02s 

6,860 

Rs 

153,785 

78,565 

Rs. 

153,785 

78,565 
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For the purposes of conversion, the rupee rnay be taken at is. 4d. 

The Head Office Trial Balance on June 30, 19. was as follows : — 

Credit Balances : Sales, £7,775 ; Bad Debts, £97 ; Preference Share 
Capital, £5,000 ; Sundry Creditors, £6,635 ; Commission Earned, £30 ; 
Ordinary Share Capital, £5,500 ; Bills Payable, £i,g8o. 

Debit Balances : Purchases, £6,150; Freight Duty and Export Charges, 
£155 > Wuges and Salaries, £255 ; Trade Expenses, £60 ; Formation Ex- 
penses, £940 ; Postages, Telegrams, and Telephone, £56 ; Calcutta Branch, 
£5,387 ; Directois’ Fees, £250 ; Cash in hand and at Bank, £650 ; Profit 
and Loss Account balance, June 30th, £2,850 ; Stock, June 30th, £40 ; Rent 
and Rates, £30 ; Stationery and Advertising, £75 ; Bank Inteicst and Charges, 
£22 ; Furniture and Fittings, £31 ; Bills Receivable, £45 ; Bombay Branch, 
£4,474 ; Commission Paid, £127 ; Sundry Debtors, £1,020. 

On June 30th following the London Stock was £150 and the Stock of 
Stationery £45. 

Cash in transit from Calcutta, £300. 

Reserve £170 for Commission Earned, and £120 for Bad Debts. 

The Calcutta manager is entitled to a commission on the surplus profits 
of the Company in each year, after paying the Prefeience Share dividends, 
of £10 in respect of each i % earned on the Ordinary Share Capital 

Prepare Trading and Profit and Loss Accounts for the year ended June 30th, 
and Balance Sheet as on that date. [Chartered Accountants.) 

20 . From the following Trial Balances prepare the Balance Sheet of the 
South American Produce Company, Ltd., as at March 31st : — 


South American Books. 

Milreis. Milreis. 

Sundry Debtors 155,000 

Sundry Creditors 60,600 

London Office Account (£9,812 los. sd.) 154,206 

Cash at Bank 12,040 

Furniture (purchased April ist, previous year) .. 3,216 

Stock .. 118,050 

Profit and Loss Account, Net Profit for the year .. 73 , 5 °° 


Ms. 288,306 Ms. 288,306 


London Books. 

£ s. d. 

Share Capital, 5,000 shares at £5 each (£3 

paid up) 

South American Account (remittances at 

actual rates) 9,812 10 5 

Cash at Bank 8,475 i 7 

Profit and Loss Account, balance at April ist 


£18,287 12 o 


£ s. d. 
15,000 o o 

3,287 12 O 
£18,287 12 O 


Rate at April ist, is. 4d. per milreis. Average rate, is sJd. per miheis. 
Rate at March 31st, following, is. 3d per milreis. [Central Association 
Accountants) 

21 . From the following Trial Balances prepare the Balance Sheet of the 
San Paulo Trading Syndicate. Ltd., as at June 30th. 

41 
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SANTOS TRIAL BALANCE, JUNE 30TH. 


Dr. Cr. 

Milreis. Milreis. 

Cash at Bank of Brazil, Santos 7,500 

Stock of Goods on hand 75,500 

Sundry Debtors 68,500 

Bills Payable 17,000 

Furniture and Fittings, balance at December 3tst last 2,000 
Furniture and Fittings, additions from January ist 

to June 30th 1,500 

Profit and Loss Account balance, being Net Profit 

for the half-year ended June 30th 14,000 

London Office Account (£7,767 3s. gd.) 124,000 


Ms. 155,000 Ms. 155,000 


LONDON TRIAL BALANCE, JUNE 30TH. 


Dr. 

Share Capital issued : 10,000 £i Shares, 15s. £ s. d. 

per share paid 

Cash at Bank 85 o 1 1 

Santos Office Account, Ms. 124,000 at actual 
remittance rates 7,767 3 9 


Profit and Loss Account, balance brought 
forward from last year 


Cr. 

£ s. d. 
7,500 o 0 


352 4 8 


£7,852 4 8 £7,852 4 8 

Current rate of exchange, December 31st, I5d per milreis, Current 
rate of exchange, June 30th, i6Id. per milreis. Average rate for first half 
of year, i6d. per milreis. 

Furniture and Fixtures on hand at December 31st were bought at isd. 
per milreis; the additions during the first half of year were bought at i6d. 
per milreis. 

22 . From the subjoined Trial Balances, extracted from books kept 
respectively at the London and Paris offices of Reville & Co., Ltd., prepare 
the combined Balance Sheet of the undertaking as on December 31st. A 
fixed rate of exchange of Fes. 25.20 to the £ is employed in the business. 

Reville & Co., Limited. 

LONDON (HEAD OFFICE) TRIAL BALANCE, DECEMBER 3 ist. 

Dr. Cr. 

£ s. d. £ s. d. 

10,000 O 0 

3,29s 12 6 
1,926 14 3 

4,991 6 2 

8,050 12 6 
132 9 
450 0 o 
456 15 II 
1096 
1,698 8 3 

1,029 16 2 


Share Capital 

Stock of Goods on hand (December 31st) . . 

Sundry Debtors 

Sundry Creditors . . . . 

Freehold Premises 

Furniture, Fittings, and Fixtures . . 

Bills Receivable 

Cash at Bank 

Cash in hand 

Paris Branch Account (Fes. 43,800 at 25.20) 
Profit and Loss Account (London), Net 


£16,021 2 4 £16,021 2 4 
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PARIS BRANCH TRIAL BALANCE, DECEMBER 31ST. 


Dr. 

Francs. 

Sundry Debtors 40,800.05 

Sundry Creditors 

Stock of Goods on hand (December 31st) . . 13,500.00 

Furniture, Fittings, and Fixtures 3,000.00 

Bills Receivable . . . . 4,500.00 

Cash at Bank 13,097.50 


Insurance paid in advance (proportion unexplred) 

Cash in hand 

London Office Account (remittances received) . . 
Profit and Loss Account balance, being Net 
Profit for the year 


98.00 
1,936.00 


Fes. 74,931.55 


Cr. 

Francs. 

28,000.00 


43,800.00 

4 , 131.55 

Fes. 74,931.55 


23 . W. P. & Co., Ltd., whose registered office is in London, have a Branch 
of their business in Paris. Both the London and Paris houses prepare their 
own Balance Sheets, and the following figures represent the Balance Sheets 
of the two houses on December 3rst. You are requested to combine the 
two accounts. 

A fixed rate of exchange of 35.12 is used in the business 


LONDON BALANCE SHEET, DECEMBER 31, 19.. 



£ 


£ 

Share Capital . . 

. 25,000 

Premises 


Creditors 

500 

Debtors 

8,495 

Bank 

5,000 

Furniture . . 

125 

Paris Branch Account 

. 12,500 

Bills . . . . 

1.430 

Profit and Loss Account 

2,495 

Cash in hand 

327 



Stock on hand 



£ 4 S. 49 S 


£45.495 

PARIS BALA 

NCE SHEET 



Francs. 


Francs. 

Creditors 

335,500.00 

Debtors 

. . . . 8,500.50 

Profit and Loss Account 

3,876.00 

Furniture, etc. 

.... 1 ,500.00 



Cash in hand 

.. .. 125.25 



London Office 

Account 314,000.00 




Stock 

.. .. 

Fes. 329,376.00 


Pcs. 329,376.00 


{Incorporated Accountants.) 


24 . A firm of London merchants received a Trial Balance from their 
Branch abroad — where the exchange is liable to considerable fluctuations— 
and incorporated the items in the London books at the rate of exchange 
ruling as on the date of the Trial Balance (December 31st). I’he Tria 
Balance contained the following items : Premises, Plant, Sundry Creditors, 
Sundry Debtors, Stock, Cash in hand, London Office Account, and Profit 
and Loss Account. 

Do you approve of the above proceeding ? If not, how would you deal 
with the Branch Trial Balance in the London Books ? {Royal Society Arts.) 



Chapter XV 


STORE-KEEPING AND COST ACCOUNTS 
I. Store-iceeping. 

Stores Records Essential.^ — Before discussing cost accounts, attention 
must be devoted to store-keeping records, since stores records should 
be kept, whether a proper costing system exists or not. The word 
“ Stores ” in this connection means the raw materials or other articles 
used in manufacturing goods or for carrying on a business ; whereas 
“ Stock ” connotes finished goods held primarily for sale. These 
terms are frequently confused. Raw material is, of course, a relative 
term, for what is a finished article in one factory may be raw material 
in another. Although many businesses sell raw materials as well as 
finished articles, such raw materials are dealt with as stores, appropriate 
entries being made in the accounts for issues to the merchanting 
department. In every business it is essential to maintain a proper 
check upon those numerous items passing in and out of stock included 
under the vague title “ General Stores.” In a manufacturing business 
such records are vital to accurate pricing and invoicing of goods sold 
or work done, and slackness or inefficiency in keeping stores, and the 
records of their receipt and issue, will vitiate the results of any costing 
system. 

An Efficient Store-keeping System. — The diversity of raw 
materials employed in different businesses makes it impossible to 
lay down hard-and-fast store-keeping rules or to submit stereotyped 
rulings capable of universal adoption. The system and rulings 
employed must be adapted to each particular business. Any attempt 
to make the business fit into a standard system is foredoomed to 
failure. All that can be attempted here is to outline the main principles 
applicable to store-keeping systems. 

Ample floor space is a first essential to orderly and efficient store- 
keeping. Lack of proper control in the stores department is a certain 
source of trouble. Further, the store-keeper must be trustworthy and 
capable ; and the system must work correlatively with the financial 
and costing records of the business, and must furnish an efficient 
check upon all goods entering and leaving store. Reliable store 
records will eliminate waste and extravagance, permit accurate esti- 
mating and prevent loss of interest on capital locked up in obsolete 
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stock. In view of the reluctance of most manual workers to undertake 
clerical duties, the books should be as few and as simple as possible 
and the clerical work be reduced to a minimum. In that way, reliable 
results will be obtained more easily, since the store-keeper’s time is 
usually and more properly occupied in the manual work of handling 
the goods in his charge. The actual stores ledgers should not be 
written up by the store-keeper, but by a member of the counting- 
house staff. 

Incoming Goods. — On entering the works, all bales or bundles 
of goods should be checked against the copy of the order and the 
delivery note as regards number and weight by the gate-keeper, 
and entered in a Goods Inwards Book. This book should be regularly 
checked with the store-keeper’s Reports, the Delivery Notes, and the 
Invoices by a member of the counting-house staff. The store-keeper 
should check the contents of the packages for quality and quantity, 
and send the delivery note, duly initialled, with his report to the 
counting-house, where it should be checked with the original order 
and the invoice. Any goods below sample or specification or otherwise 
defective should be held on one side pending instructions from the 
counting-house or works manager. If they are to be returned, an 
authorisation should be sent to the store-keeper and a duplicate to 
the gate-keeper so that the latter can pass them out. 

Bin Cards. — Goods received should be entered in the Stores 
Purchases Book as mentioned later. The materials in stock should be 
recorded on separate cards attached to each bin, sack, shelf, or locker, 
and the store-keeper will note on these cards particulars of all goods 
received into or withdrawn from stock. Where symbols are used t6 
distinguish goods, these will also be recorded. Simple forms of 
Bin Cards are illustrated below. 


BIN OR LOCKER CARD. 

No. of Bin Where kept 

Nature of Goods Limit : Maximum 



Symbol 1 

Minimum 

Stock Received. j 

Given out on Requisitions. 

Balance on 
Hand. 

Date. 

From whom. 

Quantity 
or Weight. 

Date. 

Required for. 

' Quantity i 
or Weight. 

Quantity 
or Weight. 




1 
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BIN OR LOCKER CARD. 

Department. 

Bin No Description 



Note. — This card is suitable to attach to bins or lockers prior to stock- 
taking. It is particularly helpful for stock-taking purposes in cases where 
a count can take place a few days beforehand. On the actual day of 
stock-taking, individual checks or tests are made here and there, and the 
cards are collected and dealt with in the office. 

In cases where quantities of special goods are purchased for 
specific jobs or contracts, against which they are earmarked, it is 
advisable to add a note to that effect in red or to enter them in an 
additional column provided for that purpose, so that the balance 
available for general issue may be clearly seen. Alternatively, special 
Bin Cards (with or without special Bins) may be provided. Neglect 
of these precautions may involve the business in considerable incon- 
venience, or even in direct loss, e.g. where lack of sufficient material 
causes a definite stoppage of progress, or delays it sufficiently to bring 
into operation a penalty clause in the contract. 

As a general rule, the values of goods in store should not be shown 
on these cards, nor should they appear in any records kept by the store- 
keeper. The cards are totalled periodically, and checked and agreed 
by an independent clerk with the balances shown in the Stores Ledger. 
The total of the balances appearing on the Bin Cards should agree 
with the relevant balances in the Stores Ledger, and so should greatly 
facilitate stock-taking. Any discrepancies disclosed must be enquired 
into at once. Such enquiries are often tedious, but to delay investi- 
gation is fatal, A note should be made at these periodical inventories 
of any stocks which have not been operated upon for some time or 
which are deteriorating in value by storage. A serious waste of working 
capital occurs if it is allowed to remain locked up in obsolete stocks, and 
steps should be taken to realise the stocks at the best price obtainable. 
The “ maximum ” stock allowed for stores should, in respect of 
little-used stores, be reduced to more appropriate quantities, and the 
“ minimum ” stock for such stores may also be capable of reduction. 

Receipt of Goods into Store. — When the stock of any particular 
material is running low (i.e. nearing the fixed “ minimum ”) the store- 
keeper must send a formal requisition — a Store-keeper’s Requisition 
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Form — to the ordering and buying 
department specifying the materials 
required. Frequently these requi- 
sitions have to be passed by the 
works manager before they go to 
the buying department. When the 
buying department has ordered 
the requisitioned goods, an advice 
note will be sent to the store-keeper 
informing him what goods he is to 
expect. The usual procedure is 
to make out all orders in triplicate 
books. One copy goes out as the 
actual order ; a second goes to 
the store-keeper as a check upon 
the incoming goods, and the third 
remains on record in the order 
book for reference in case of need. 
In no circumstances should the 
store-keeper be allowed to order 
goods direct. Particulars of these 
requisitions should be recorded by 
the store-keeper in a Stores Re- 
quisition Book {see p. 634), and full 
particulars of the actual quantities of 
goods received should be recorded 
against the requisitions. To facili- 
tate posting, the Goods Received 
Books should be kept in duplicate 
for alternate days. In some cases 
loose daily Goods Received Sheets 
are preferred for convenience in 
circulation. 

It is not wise to hand the in- 
voices for goods to the store-keeper 
lest he be tempted to avoid the 
trouble of an independent count 
and assume that the invoiced quan- 
tities are correct. The invoices 
should be checked in the counting- 
house against the goods received 
records in the Stores Purchases 
Book, and deficiencies should be 
reported at once to the suppliers of 
the goods. 

In some instances the store- 





General Nt^e re Jiulings . — It Tvill be s^n that columns for ** Amounts/' etc., have been included in certain of the rulings recommended. These columns 
should not be filled in by the store-keeper, but by the counting-house staff. It is an advantage to keep these records on the Joose-Ieaf or card system, the 
store-keeper being handed the sheets necessary for each day, and being made responsible for their return daily to the counting-house, whether us^ or not. 
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keeper will receive goods that he has not requisitioned, the buying de- 
partment having directly ordered goods for particular jobs or contracts. 
These goods will be recorded by the store-keeper in the Stores Pur- 
chases Book and their arrival be notified to the buying department. 

Where partially or completely manufactured goods are received into 
store from the works, they may conveniently be recorded in a special 
Stores Received Book ruled similarly to the Stores Purchases Book. 

Issue of Goods from Store. — It must be a rigidly enforced rule 
that no goods shall be allowed to leave the store except against a properly 
completed Requisition Form, in the same way that no goods should 
be allowed to leave the works except against a properly authenticated 
Pass-Out Form. Each foreman should be supplied with a carbon 
copy book of requisition forms in duplicate or triplicate, one copy 
being retained in the book, one going to the store, and (where considered 
advisable) one being sent direct to the counting-house. Similar books 
should be issued for credit slips. These requisition forms require 
careful scrutiny, as the accuracy of the eventual charging up of the 
job or contract depends upon the care with which the particulars are 
recorded. The requisitions must be signed by the foreman requiring 
the goods, and must state the date, the quantity required, and the order 
number of the job or contract for which the stores are to be used. If 
the stores are taken by a messenger, he should sign or indorse the 
requisition form. Adequate control must be exercised to prevent 
continual ordering of small quantities with the attendant expense of 
increased recording and waste of time on small issues, on the one hand, 
and over-ordering with increased risk of carelessness and spoilage on 
the other hand. At the close of each day or shift, the requisition forms 
should be handed to the costing clerks. 

At times there is bound to be a quantity of stores remaining over 
from a job or contract. Particulars of such surpluses should be 
entered by the foreman on a Credit Slip or Materials Return Note and 
the stores returned to the store-keeper, who must treat them as an 
entirely fresh receipt of stores. In some cases it may not be convenient 
to return these “ overs ” to store. Where, for example, a builder is 
erecting houses on a distant site, it would be futile to return the bricks, 
cement, sand, etc., left over from one house, and then to reissue the 
material from store, possibly, to another house in course of erection on 
a contiguous site. To meet such cases a Transfer Slip, or Materials 
Transfer Slip, similar to the requisition and credit slips, must be made 
out by the foreman transferring the stores and be signed by him, by 
the receiving foreman, and by the site superintendent, and sent to the 
counting-house, a copy being retained as before. Supervision over 
transfers of this kind is essential, otherwise certain jobs will gain at the 
expense of others, and both costs and future estimates will be vitiated. 
These transfers do not concern the store-keeper, but are handed to the 
costing clerks for transfer from one job or contract to the other. 



REQUISITION FORM 
Stores Requisition. 
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Consumable stores or materials issued for general use (e.g. oil, 
waste, grease, repair stores, etc.) should be recorded as issued to the 
department concerned, and, if needed for machine repairs, the shop 
number of the machine should be entered, so that the proper 
manufacturing charge may eventually be formulated. Requisition 
forms for stores for general use are frequently printed on coloured 
paper. 

All goods issued should be recorded in the Stores Issued Book, 
from which postings to the Stores Ledger are effected. It may be 
convenient to duplicate this book under various headings to avoid 
subsequent analysis ; and, where the work is heavy, separate books 
for alternate days or weeks will help to keep the work up to date. 
Materials purchased for special contracts or jobs may, if desired, be 
recorded in a separate book. 

The Stores Ledger. — ^This ledger records the whole movement 
of stores both inwards and outwards, and the balances extracted from 
it at any time should represent the actual quantities and values of the 
stores in hand. This ledger should be kept in the counting-house 
by a special clerk (or clerks), whose duty it will be to analyse the 
invoices, requisitions, credit slips, transfer slips, etc., and to post 
the Stores Ledger. Briefly put, the accounts in the Stores Le^er 
are written up as follows ; All goods going into store are debited from 
the Goods Inward Book (Stores Received Book), the credit slips, and 
transfer slips. All goods going out of store are credited in accordance 
with the details shown on the Requisition Forms. The above debits 
and credits will supply quantities or weights only. The values will 
be obtained from the invoices or from the cost prices adjusted by the 
Costing Department, as explained later. The balances shown on 
the Stores Ledger should agree with and afford a check upon those 
on the Bin Cards and also a check upon the financial values. A 
separate ledger opening must be provided for each item of sufficient 
importance to warrant a separate account. Small items, when numerous, 
must be grouped with those of a like kind. A note of the location of 
the bin or locker, and the maximum and minimum amounts of stock 
(in quantities) which are to be carried, should appear at the head of 
each account. When the minimum is reached, immediate notice 
must be given to the ordering department. 

A “ total account ” should be built up for the Stores Ledger, or 
if there are several ledgers, for each ledger. When the individual 
invoices are debited to the appropriate class of store, they should be 
summarised and credited in total to the Total Account. The requi- 
sitions (less credit slips) should be debited in total to this account, 
so that the double entry may be completed at each stage and the 
balance of stores in hand seen at any time. Care must be exercised 
in compiling the figures, which, when accurately kept, are of great 
assistance to the ordering department, and at stock-taking, and at 
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an internal check upon stores. The employment of the card or loose- 
leaf system greatly facilitates the compilation and the arrangement 
of store records, and is gaining in popularity. 

A very important question that remains for discussion is the 
price or value to be placed upon stores for costing purposes. Differ- 
ences of opinion exist upon this question, but the methods explained 
below will be found practical and in general use. 

Methods of Arriving at Values for Stores Ledger Entries. — The 
values to be debited to each class of goods in store should, in the case 
of bought goods, be the invoice price less trade discount. In the 
case of goods partially or wholly manufactured in the works, cost price 
may be adopted, although, as will be discussed later, a comparative 
wholesale price, or other “ loaded ” value, is sometimes used. Pricing 
out issues of goods is rather more complicated. For costing records, 
all inward charges (e.g. carriage, freight, cartage, duty, etc.) must 
be taken as forming part of the cost of the goods for issue purposes, 
and this addition to invoice cost will operate to throw the ledgers out 
of balance, unless such inward charges are debited to the relative stores 
accounts or are subsequently adjusted. It is therefore advisable that 
this adjustment should be made where the stores ledgers are used in 
conjunction with a costing system, otherwise it is not so important, 
and the goods can be issued at the net invoice cost. If the prices of 
materials do not vary throughout the period under review, there is 
little difficulty in arriving at an accurate price per unit of issue, and in 
such cases the original cost price would be adhered to. In practice, 
however, it is usual for market prices to fluctuate from time to time, 
and it is necessary, therefore, to adjust the issue prices accordingly. 
In some cases monthly averages are taken as the basis for the ensuing 
month. Where issues are made in bulk, it is possible to use the 
original cost price of the oldest stock on hand, on the basis that the 
goods which came in first will be issued first — this tends to prevent 
the accumulation of obsolete stocks. Advocates of “ real costs ” contend 
that this is the only sound method. If an issue comprises goods 
bought at different times and prices, two issue prices, or an “ equated ” 
price, has to be arrived at. This method is more conservative — ^when 
an estimate has been based upon the cost of material in stock at the 
time when the tender was prepared — since, even if the price of raw 
materials rises before the contract is executed, the business has covered 
the necessary supply at a price which will ensure a profit. This elimi- 
nates the gambling element when buying materials. The proper 
pricing of goods is, of course, the work of the Costing Department, 
where a Price Record Book should be kept containing particulars of 
past and current prices. 

A second method is to charge out the goods at the current market 
price at the time of issue. It will be clear that if stores are priced out 
at any other figure than actual cost, either a profit or a loss will be 
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shown on the stores accounts, and this fact will complicate the 
reconciliation of the values in the stores accounts, and will increase 
the difficulty of agreement between the costing and the financial 
records, if this achievement be desired. In many cases, however, 
this will not be regarded as a very serious objection provided quantities 
are agreed. This second method certainly tends to make competition 
more rational, as costs will be based on lines comparable with those of 
businesses which buy as they go. 

When pricing out the issue of goods in comparatively small quan- 
tities, or goods which are not easily identified, the average price method 
may be adopted. It must be pointed out, however, that this method 
involves more clerical labour, and is more liable to error, since every 
change in price involves a change in the average. This method is not 
suitable for the issue of the finished parts of goods, since they should 
be issued in the order in which they are made, and it is undesirable to 
introduce further variables into their cost. 

Conservative manufacturers sometimes go to the extreme of 
issuing goods at the original purchase price of the highest priced 
stock ; but this is not advisable, as it will generally mean either that 
estimates are too high to secure contracts, or that complicated adjust- 
ments must be made in framing the estimates. 

It must be emphasised that goods purchased for specific contracts 
or jobs should invariably be priced out at the actual cost price, irre- 
spective of the prices used at the time for issuing similar goods to 
ordinary contracts, since the estimate was based on the cost of the 
specific goods in question. 

Stock-taking.— Theoretically, if the store records are accurate, 
stock-talung could be dispensed with. The aggregate balances of the 
Bin Cards, after agreement with the balances of the Stores Ledger, 
should furnish the total stock in hand at any date. If a perpetual 
check is kept on the stock, as shown by the balances on the Bin Cards 
and Stores Ledger, it is possible that the total stock shown as being 
in hand may be more accurate than the figure arrived at by the usual 
stock-taking methods, especially if these methods are elastic, as they 
sometimes are ! In practice, however, discrepancies will be disclosed 
by the Bin Cards due to deterioration of stores, waste in measuring, 
errors in recording, and the like. It is wiser, therefore, to make extm- 
sive tests of the actual contents of the bins or lockers before accepting 
the card records as correct. 

II. Cost Accounts. 

There is no necessity in these days to emphasise the importance of 
cost accounts, either from the manufacturer’s or the examinee’s point 
of view. Present competitive conditions make it imperative that 
accurate and reliable accounts should be available showing not only 
the financial results of each trading period for a business as a whole. 
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but also the extent to which each unit — be it article, job, contract, 
department, process, or service — that contributes to make up the 
aggregate turnover of the business is separately responsible for those 
results. Manufacturing businesses, in particular, have now, with few 
exceptions, devised costing systems that enable the management to 
determine with substantial accuracy the cost of every article manu- 
factured, and, indeed, of every separate process incidental to their 
manufacture. The changed conditions and the disturbing price 
fluctuations that have hampered post-war manufacture have rendered 
pre-war costings useless for present-day purposes, and at the same time 
have made it both more difficult and more imperative to ascertain 
what the current costs of manufacture actually are. 

It cannot be over-emphasised, however, that cost accounting is 
essentially the same in principle as ordinary accounting, except that 
it aims at “ accounting for units.” For that reason it is seldom 
practicable to incorporate the cost accounts in the general system 
of double-entry book-keeping, since to attempt to do so would neces- 
sarily involve the disappearance of many of the nominal account 
totals which are required for the preparation of the financial accounts 
at the end of the trading period. It is necessary, therefore, to instal a 
separate system of double-entry accounts working side by side and 
capable of approximate reconciliation with the financial books proper. 
Absolute exactitude is scarcely possible in the majority of cases, since 
the time and trouble necessary to allocate the multitude of small 
expenses incurred in any manufacture would defeat the desired object, 
as will be seen later. 

Definition. — By cost accounting is meant a specialised application 
of the general principles of accounting in order to ascertain the cost of 
producing and marketing any unit of manufacture, or of carrying out 
any particluar job or contract. By “ cost " is meant all expenditure 
that can properly be allocated to the production of the unit, or to the 
job or contract undertaken. 

Principles of Costing. — In the space available in a general text- 
book it is possible only to outline generally the main principles involved 
in the ascertainment of costs. But, because these principles are general, 
once they have been learned, they can be applied to any business, 
provided that due allowance is made for technical variations. More- 
over, in many cases it is found in practice that no two businesses, 
even in the same trade, will require exactly the same system. Some 
differences in application are always necessary, because the precise 
lines of the costing system must be adapted to the business and not 
the business to the system. Again, from the examinee’s point of 
view, nothing but a knowledge of general principles can in fairness 
be expected of him. 

.Advantages of Costing. — ^An intelligently planned costing system 
affords the following advantages : — 
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(1) It shows the actual cost of production of each unit of manu- 
facture, or the cost of running each department of the business, thus 
enabling selling prices to be fixed with due regard to those costs. 
It provides an analysis and classification of costs, and other statistics, 
all of which will be of the greatest assistance when budgetting for 
future requirernents, or deciding policy, or increasing production. 

(2) It provides exact data for estimating and tendering, and 
enables the cost for similar jobs or repeat orders to be adjusted in 
accordance with known variations in current expenses and conditions, 
and so places competition on a rational basis. 

(3) It enables comparisons to be made between one manufacturing 
period and another ; between the costs of different methods of manu- 
facture ; and shows the variations in cost resulting from the employ- 
ment of different kinds of material or classes of labour. 

(4) It reveals the effect upon production of an increase in wages, 
or a reduction of working hours. 

(5) It discloses weak points in the factory system, e.g. inefficient 
or extravagant processes, unremunerative branches, departments, or 
manufactured articles. Businesses have been ruined by large increases 
in turnover in one particular department or product, previously sold in 
relatively small quantities, but always at a loss that is hidden from view 
by high profits made in other departments, or on other lines of goods. 

(6) It affords a check on the use of material, stores and labour ; 
exposes waste of time and effort ; prevents losses of material by theft, 
deterioration, etc. ; shows up inefficient workmanship and incapable 
management ; and suggests directions in which economy can be 
effected, and the plant and machinery be used to the utmost advantage. 

(7) It shows the cost and value of work in progress. 

(8) It provides valuable data for fixing methods of remunerating 
labour and for regulating buying ; and finally 

(9) Shows the return to the business for a given expenditure, the 
cost per unit to be added for new capital expenditure, and affords 
workable estimates of the probable effect of the introduction of new 
machinery and the like. 

Systems of Cost Accounting. — The student who desires to specialise 
in the subject has a wide range of text-books at his command, most of 
them dealing with one or other of the systems in use as applied to 
a particular trade. The general student cannot, of course, be expected 
to be familiar with the requirements of particular trades, but he must 
be conversant with fundamental principles. Below are set out the 
usual “ types ” into which costing systems are grouped, but it must 
be noted that in any one business, several or all of the types may be 
used in different departments or processes, e.g. it may be possible 
and necessary to allocate all expenses in the first place to departments, 
and then in each department to employ another type or types, according 
to the stage of manufacture. The multiUide of systems advocated 
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is apt to confuse the student, aiad he is advised to confine himself in 
the first instance to general principles such as are here enunciated. 

Terminal, Job, or Contract Costing. — This system is applicable 
where definite contracts are entered into (e.g. Engineering, Building, 
Contracting, etc.), each contract being costed to its conclusion by the 
careful analysis of every expense of material and labour, and the 
attachment of a proper proportion of the shop or works Oncost 
expenses. The cost is then comparable with the price received. If 
absolute accuracy were attainable, the aggregate for the whole of the 
accounts should agree with the Profit and Loss Account, but in 
practice there will always be a margin of error, from causes which 
will be mentioned later. 

Single, or Output Costing. — ^This system is applicable where there 
is a natural or standard unit of output. The cost is arrived at by 
dividing the total cost for a period, or batch, etc., by the number of 
units produced. The system is suitable for Collieries, Mines, 
Breweries, Quarries, etc., the unit being per ton, per barrel, etc. 

Process Costing. — ^This is applied to undertakings where materials 
are converted by passing through several stages of manufacture, 
usually giving more or less valuable by-products at various stages, 
e.g. Chemical Industries, Tanneries, Gas Works, etc. 

Operating or Working Costing. — ^This system is applied where the 
product is a service rather than a manufactured article, and the ordinary 
books of account contain, in themselves, the data necessary for costing 
the unit concerned. Railways, Tramways, etc., are examples in point, 
the unit being per passenger or per car mile. The system is sometimes 
employed in the case of Gas and Electric Light Works, where the 
subsequent processing of by-products is not done in the works. 

Multiple Costing. — This method is applicable “ where a number of 
products are involved bearing little or no relation to one another in 
cost or selling price, and in which the manufacture is organised to 
a high degree of specialisation in parts.” It is adaptable to the manu- 
facture of Cycles, Boots, Small Tools, Furniture, Hosiery, Toys, 
etc., the parts of which are standardised to a high degree, involving 
constant and regular processes and repetition work. Each process or 
operation must be costed separately so as to arrive at the total cost for 
a given number of articles. 

Departmental Costing. — ^This type has been left till last, since, in 
the majority of instances, as mentioned above, it is merely a preliminary 
allocation, from which the output of each department is costed by some 
other type. Where it is difficult or impossible to obtain units suitable 
for calculation (e.g. in Retail Stores), the department may be treated 
as a whole, and periodical comparisons can be made with prior periods 
and with similar departments. 

It must be realised that to a great extent the above divisions are 
arbitrary, since the system must be fitted to the works or business. 
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Devising a System. — The first step towards the inauguration of a 
successful costing system (after having induced the manufacturer to 
agree to the organisation of his works so as to afford the necessary 
data) is to enlist the sympathies of the works manager and his staff. 
The usefulness and expense of the system are dependent upon the 
size and organisation of the business, and a knowledge of technical 
detail is essential to success. The accountant must collaborate with 
the technical staff, and familiarise himself with the processes of manu- 
facture, and the routine from which the costing data must eventually 
be collected. 

Costing Terms Defined. 

(a) Prime Cost {Flat Cost). — ^This is made up of the materials, 
labour and expenses directly chargeable to a unit, job, contract, or 
particular service. 

(b) Oncost. — In all manufacturing businesses certain indirect 
expenditure is inevitable. This expenditure is known as Oncost. 
For example, the wages of store-keepers, time-keepers, clerks, super- 
vision expenses, and the like have no direct relation to any particular 
job or process, and do not rise and fall uniformly with the output. 
Expenditure of this nature must, however, be allocated, as it necessarily 
enters into all estimates and costing results. Oncost, therefore, repre- 
sents the proportion which each unit, job, contract, or particular 
service must bear of the indirect, overhead, fixed, or establishment 
charges that cannot be directly allocated to any definite item of pro- 
duction — in short, all the expenses of a business other than direct 
labour, materials and expenses. These expenses are frequently 
divided into “ Works Oncost ” and “ Office Oncost.” The former 
comprises all overhead expenses up to the point when the unit leaves 
the factory ; the latter comprises all subsequent expenses. Office 
Oncost, again, is sometimes divided as between selling and distributing. 
Broadly stated, the direct element of cost = Prime Cost, and the indhect 
element = Oncost. 

(c) Total {Gross Production) Cost. — ^This is made up of Prime 
Cost -j- Oncost. Selling Price consists of Total Cost -j- Profit. Job 
Costing is simply a method of charging costs against individual jobs, 
i.e. direct labour and materials with an added percentage for Oncost. 
Few businesses are suitable for this system. 

{d) Direct Labour. — Labour directly expended in producing a 
unit is termed Direct Labour ; labour expended upon services general 
to the whole factory is termed Indirect Labour. The same sub-divisions 
are frequently applied to materials and expenses. 

(e) Labour Hours. — The aggregate number of hours worked by the 
whole labour staff. 

Elements of Costs. — Broadly speaking, the costing system of any 
business is in reality an analysis of the Manufacturing or Trading and 
Profit and Loss Accounts. The debits appearing in these accounts 
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resolve themselves into ; (a) Items which are directly related to and 
chargeable against the articles manufactured (i.e. direct wages, 
materials and expenses) ; (6) expenses that cannot be directly charged 
against the articles manufactured (i.e. indirect wages and expenses). 

The student should realise that, at the best, cost accounts can only 
closely approximate to accuracy. They must of necessity include an 
element of estimate, and to the extent that they do they are less exact 
than the financial accounts. 

So far as is practicable, all expense items are charged direct to the 
unit selected for costing purposes. It would be possible, with the 
expenditure of sufficient time and care in analysis, to allocate directly 
the majority of expenses, but the time and expense necessary for such 
meticulous analysis would rob the result of its value and far from 
justify the small margin of increased accuracy attained thereby. 
It is therefore better to speak of expenses as being “ conveniently 
attachable.” 

A typical costing system will deal with 

(a) Labour directly and conveniently attachable to the unit. 

(b) Materials directly and conveniently attachable to the unit. 

(c) Expenses and disbursements directly and conveniently attach- 
able to the unit (e.g. travelling expenses of workmen engaged on a 
distant contract ; plant bought for use on a specific job, etc.). 

The above (a), (b) and (c) make up the Prime Cost of the unit. 

(d) Expenses which cannot be directly and conveniently attached, 
i.e. Works and Office Oncosts. 

Works Oncost is made up of indirect wages paid to cranemen, boys, 
store-keepers, yardmen, and other general labourers ; rent of works ; 
depreciation of machinery ; expense of general stores (oil, waste, 
repairs, etc., and other factory expenses). This Works Oncost must 
be apportioned equitably over the units produced. Prime Cost plus 
Works Oncost is termed Works Cost, and if to this Works Cost we 
add a due percentage of the total office and administrative expenses 
( = Office Oncost) we then arrive at the Cost of Production. Cost 
of Production plus selling and delivery charges gives the total Cost of 
Output available for sale. Some authorities apply the terms “ Cost 
of Production ” or “ Net Cost ” as being synonymous with what is here 
termed “ Works Cost,” and use the term ” Gross Cost ” to signify 
“ Woi-ks Cost ” plus “ Office Oncost.” 

Prime Cost will, of course, vary with the output, but Oncost is 
composed largely of charges that remain more or less fixed. The 
components of cost must now be dealt with in detail. 

Labour. — ^The correct booking of time is a first essential of accurate 
costing. Wages may be paid on the time system (hourly, daily, weekly), 
or on the piece-work system, or the bonus system. Indirect labour is 
paid for almost invariably on a time basis. Piece-work is largely 
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employed for direct labour. It may be “ ordinary ” (i.e. so much per 
unit completed), or “ contract,” i.e. a fixed price for a given job or 
quantity paid to a contracting foreman who acts for the men under 
him. Where the time system is in operation, each workman will be 
booked into and out of the works by a time-keeper or by one of the 
mechanical clocking-in machines (e.g. the Gledhill Time Recorders) 
now extensively used. The principle of these machines is that the 
workman inserts his numbered key, or card in a clock, which records 
the time on a sheet or on the card, as the case may be. The older 
system of entering up each man’s time in a time book is unreliable, 
cumbersome, and time-wasting. 

Usually, only the times of entering and leaving the works will be 
recorded on the cards, although it is practicable and advisable in some 
cases to have additional clocks for each department, and for each large 
job or contract. In any case, where numerous jobs are passing through 
the works, it will be necessary for time sheets to be kept by the foreman 
for each man, or by each worker individually, to record the time spent 
and the work done, with the appropriate job number. The sheet 
made up for each man must be compared with his total time in the 
works as recorded by the clock, and any discrepancies must be imme- 
diately investigated. 

The time sheets must be priced out at the worker’s effective rate, 
and then analysed over the respective jobs, on a Labour Abstract 
{Abstract of Wages). So far as possible the wages will be attached to 
specific jobs, but there will be a certain proportion which cannot 
conveniently be so attached. This must be extended into the indirect 
wages column to be dealt with through the Oncost. Even where the 
piece-work system is in operation, it will still be necessary to keep time 
sheets for inside workers, as time enters directly into the cost. If one 
man takes twice as long to do a certain piece of work as his neighbour, 
a greater proportion of Oncost will be attachable, since the majority 
of the overhead charges are irrespective of output. A system which 
is growing in favour is to provide the men with a “job ticket ” for 
each particular job. These tickets are collected daily, and a wages 
abstact is produced from them. 

Bonus or Premium Systems are also growing in favour, but detailed 
explanation of these somewhat complicated systems cannot be entered 
into here. The principle of these systems is that a certain standard 
time is fixed for an operation, for which the worker is paid at the 
usual agreed rate. If the worker completes the work in less than the 
standard time, he is paid a percentage of the saving effected, or a 
premium equal to the percentage of time saved. These systems are 
more fully dealt with in Accounting, by the present author. In some 
instances a standard output for the works is fixed ; if this output 
is exceeded, a collective bonus is paid to all the workers. In others a 
High Wage Rate is adopted and no bonus is paid, but the output 
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must be maintained. Specimens of time sheets, etc., will be found in 
the author’s Accounting. Wages paid under piece-work and bonus 
systems are summarised in the same manner as time wages. 

The total of the Labour Abstract should be agreed with the pay- 
roll for the week, after which the postings may be made. Debits will 
be put through to the individual job accounts, to standing orders, etc., 
and to Indirect Wages Account, the credits being to Total Accounts 
appropriately named. 

Materials. — It has already been pointed out that discrepancies will 
probably arise in accounting for materials, but they should be within 
narrow and ascertainable limits. The system of receipt and issue of 
goods recommended above gives all the necessary data for the costing 
records. The requisitions, credit slips, and transfer slips must be 
analysed out over jobs, as in the case of wages, on a Materials Abstract, 
and the postings entered up in a similar manner to that advised above 
for wages, including the Total Accounts. Materials bought for specific 
jobs should invariably pass through stores in the usual way. Indirect 
materials (i.e. materials which cannot be conveniently allocated to any 
specific job, such as oil, waste, etc.) must be dealt with in a similar 
manner to indirect wages. 

Oncost. — In the case of Single Costs, the amount of Oncost 
attachable to each unit is readily arrived at by dividing the total indirect 
expenses of the period over the number of units produced, e.g. per 
barrel of beer, per ton of coal, etc. In other cases, Oncost is more 
difficult to distribute, and must to an extent be approximately esti- 
mated. The following is an outline of the more usual methods 
adopted : — 

Percentage Method . — This can be employed where there is little 
variation in the rate of wages paid, and the machines used are of 
uniform cost and construction ; and also in cases where the work does 
not vary, or varies only within narrow limits. The percentage may be 
calculated : {a) On wages in general, or at different rates for depart- 
ments or classes of opei'ation ; (i) on materials ; (c) on Prime Cost ; 
or {d) on some differential basis combining two or more of the above 
methods according to the facts of the particular case, and the most 
constant factor in production. It will be clear that each case must be 
treated on its merits when we consider that two workmen, A and B, 
may be working side by side, each doing equally skilled work, but, while 
A is working on materials costing £ioo, B is working materials costing 
I os. In circumstances of that kind, if the Oncost is allocated as a per- 
centage on Prime Cost, and the wages earned on the jobs are in each 
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case ^5, it will be hopelessly inaccurate to load B’s job with -^ths 

as much Oncost as is attachable to A’s job. In the case quoted, other 
factors being the same, the necessities would probably be met by the 
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addition of a proper percentage on wages. To give effect to variations 
in the skill of workmen, efficiency hours may be taken for the allocation 
of the Oncost. The Prime Cost method is little used, and is applicable 
only in cases where the material worked is uniform throughout and 
forms the predominant element of cost. 

Productive-Hour Method . — This is based upon a rate per hour of 
direct time. Where either the rate of wages, or the nature of the 
work varies, a general or departmental rate may be adopted, based on 
the actual productive hours taken to execute a certain task or operation. 
Direct hand-labour hours are sometimes used for that class of work, 
and total direct labour for the balance of the costing. The total 
Oncost figure divided by the total direct-labour hours gives the 
Oncost rate per hour. The time sheets will give particulars of the 
man-hours worked. 

Machine-Hour Method . — Under this method the cost of operating 
the machine is ascertained, and is embodied in a machine-hour rate 
based upon the time the machine is at work. This method is practically 
essential in the heavy trades, and must be employed where machinery 
is the predominant factor in production, and there is a wide difference 
in the cost of the machines employed and the power required to run 
them. Rates are calculated for each machine or group of machines. 
The expenses generally included in the machine-hour rate consist of 
rent for the space occupied by the machine, rates, insurance, deprecia- 
tion, repairs, oil, cleaning materials, and all the like expenses of 
running the machine. The total of these expenses for the period tiie 
machine is to run, divided by the estimated running hours the machine 
is to work, will give the machine-hour rate. Needless to say, a period 
of average trading must be selected and not one of depression. The 
whole of the Oncost may not be fairly distributable where this method 
is employed, and some part of the charge may have to be apportioned 
on a different basis. The time sheets, again, will furnish particulars 
of the number of hours that each machine has run. The total expendi- 
ture on the machine, divided by the number of hours it has been worked, 
will give the machine-hour rate. The “ expenditure on the machine ” 
covers labour, power used, depreciation, repairs, etc., to which are 
sometimes added rent, rates, etc., based upon the space occupied by 
the machine. 

Entries in the Cost Boohs. — The debits to the individual accounts 
in the cost books, by whatever method adopted, may be made weekly 
along with the labour debit, or they may be debited when the job has 
been completed. If the latter method is employed, care must be 
taken at balancing periods to make the adjustment for the Oncost on 
work in progress. The totals should be credited to a Total Account, 
which should, at regular and frequent intervals, be compared with the 
total of the actual expenses as recorded in the financial books, any dis- 
crepancies being investigated, and the rates adjusted at once, if necessary. 
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Office and Administrative Oncosts. — This charge is not usually 
apportioned on the above methods, but is computed as a percentage 
on Works Cost. Sometimes it is apportioned on the basis of turnover 
However, the facts of each business must be considered separately, 
and the most suitable method adopted to meet those facts. 

Primary (Direct) Allocations. — Since the object of allocating 
Oncost is to approximate costing to actual conditions, so far as possible, 
the necessity for approximation should be limited. Wherever possible, 
care should be taken to allocate expenses over the individual shops and 
departments, so that the limits of error should be reduced. Rent, 
rates, taxes, insurance, for example, may be apportioned on the basis 
of the number of square feet occupied, or on the cubic capacity of the 
space occupied ; lighting, according to the number of points used ; 
heating by cubic capacity ; power by metered consumption, and so 
on. When all the expenses that can be ear-marked have been allocated 
to the respective shops or departments, there remain the general 
Oncost expenses, and these must be apportioned on the most suitable 
basis in the circumstances. 

Care must be taken, in fixing rates, to make adjustments for expenses 
that do not attach equally over all departments or jobs. There may, 
for example, in one department, be a preponderance of unskilled 
labour ; in another, skilled men only may be employed, with a boy 
for odd jobs. As a general rule, unskilled workmen will be slower 
than skilled, and they will tend to spoil more materials and tools, and 
so require more supervision . More Oncost will, therefore, be attachable 
to unskilled than to skilled labour. 

It will be obvious that to cost a job or process after completion 
would be so to delay the costing as to render it useless. It is necessary, 
therefore, to base costing figures upon past experience, and to make 
adjustments from time to time in order to meet known alterations in 
conditions and circumstances. 

The Cost Ledger. — This is the nominal ledger of the costing 
system, and it must be kept on complete double-entry principles. 
For this purpose Total Accounts are employed, as explained above ; 
direct wages, purchases, stores, etc., being debited in detail to the 
particular cost account concerned, and credited to accounts headed 
Direct Wages, Direct Materials, Total Accounts, etc. 

Total Accounts. — It remains to deal with these accounts at the 
end of the period. If Oncost has been debited periodically to indi- 
vidual job accounts, it will be seen, at the end of the accounting 
period, that the Oncost attachable to all work in progress has been 
apportioned. If Oncost is debited only to completed jobs, the appro- 
priate Oncost attachable to all work in progress should be carried down 
on an Oncost Suspense Account. 

The respective Total Accounts thus arrived at should now be 
compared with the actual expense accounts for the same items as shown 
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in the financial books. If serious differences appear, they must be 
investigated, and, if necessary, adjusted to the Job Accounts. All 
differences, however small, should be noted in order to avoid similar 
discrepancies in the future, and, if necessary, the basis of allocating 
Oncost or the pricing out of materials and wages must be amended. 

The Total Accounts liave now fulfilled their function, and can be 
closed off to Cost Ledger Control Account. Completed jobs can 
also be closed off to this account. Under the first method there will 
then remain open only Uncompleted Job Accounts representing work 
in progress (Dr.), and the Cost Ledger Account (Cr.), which should 
agree ; under the second method Uncompleted Job Accounts are 
stated only at prime cost. The addition of the Oncost Suspense Account 
gives the value of work in progress, and this should agree with the 
Cost Ledger Control Account balance. 

Statistics can be prepared of the cost of completed jobs for 
comparisons and future use. Some authorities prefer to incorporate 
selling prices and profits or losses in the Cost Ledger, opening appro- 
priate Control Accounts. In that case, the Control Accounts are closed 
off to a Manufacturing Account, which is reversed as compared with 
the ordinary financial account, so as to show the result of the period’s 
manufacture as a whole. There seems little advantage in this method. 
It is a duplication of labour, and the Manufacturing Account should, 
as a general rule, show cost and not be concerned with marketing. 
All the useful information should be tabulated in a more readily 
accessible and comparable manner than is possible in the Cost Ledger, 
in which, perforce, there must be a separate opening for each job. 
This, however, is a question that must be decided according to personal 
predilections and the special requirements of the particular business. 

By-products. 

In cases where manufacture involves a succession of processes, one 
of the chief accounting difficulties arises in connection with the by- 
products of manufacture. In the course of manufacturing the article, 
various substances, liquids, etc., may be produced for which, at least 
at first, no use can be found ; and trouble and expense must be incurred 
in getting rid of them, thus adding to the cost of manufacturing the 
article. This problem was very acute, for example, in the earlier 
history of the manufacture of soap, certain of the by-products polluting 
the atmosphere to such an extent that they had to be buried 
immediately. 

But time and experiment frequently find profitable use for these 
hitherto waste products, and so instead of being an additional expense 
they become marketable products, and reduce the actual cost of the 
main product. In the case of soap-making, already cited, an enter- 
prising farmer found that the by-product made good manure. He 
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took part of the output, until further experiment having showed tliat 
it had valuable chemical properties, chemists were found willing to 
pay ten times as much as the farmer for the by-product and to take the 
whole output. Here we have a by-product of intrinsic value, and, in 
some cases, of greater market value than the main product. It is clear 
that an attempt must be made to allocate costs equitably as between 
the main product and the by-product or products. Both main and 
by-products travel together up to the separation point, and it is the 
apportionment of the expenses up to this point that creates difficulty, 
since expenses incurred subsequent to separation can be attached to 
the particular product concerned. 

In practice, it is found that manufacturers adopt different accounting 
methods for the costing of by-products. Sometimes only sales are 
recorded, and no attempt is made to separate the costs, or even to 
estimate them. It is impossible to tell by this “ method ” whether 
any profit is made on the by-products. Costs being unknown, there 
is no basis for fixing selling prices or for formulating manufacturing 
policy. But it must not be overlooked that in some small businesses 
little more than this can be done without incurring undue expense for 
clerical labour. A variation sometimes adopted is to debit the by- 
products with all expenses incurred after separation from the main 
product, proceeding otherwise in the same way. Under the first 
method no inventories are taken ; under the second no stock sheets 
are prepared. In neither is any record kept of the by-product until it 
is sold, thus leaving a direct loophole for fraud. 

Where nothing is done to the by-products after they have been 
separated from the main product, it is quite common, especially in 
small businesses, to take a daily inventory of the output, to prepare 
stock sheets, and to keep proper account of the movements of the 
by-products, crediting any realisations, as adjusted by stocks, to the 
main product, or to the main material entering into its nianufacture. 
Many small gas works, for example, credit the net realisations for 
unworked by-products to Coal Account. No “ profit ” is taken on 
such by-products, the aim being merely to “ cost ” the main product. 

Method of Accounting. — ^The above loose and incomplete methods 
being dismissed, a workable system of separating the costing of main 
and by-products may now be described. As with all costing, the 
principles are fixed, but the application of the principles must be 
adjusted to the needs of the particular business. It has been said that 
“ all costing is approximate.” That is a truism which it would be 
idle to attempt to refute. But there is no reason why the approxima- 
tion should not be closely true to the actual facts. Under the system 
now suggested — it has been found to work well in practice — arbitrary 
values have to be assigned to the products at the point of separation 
one from the other, since, usually, it is impossible exactly to calculate 
the costs of each product. The points to be considered are : (a) how 
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high a degree of accuracy is possible, and {b) the relative value of 
the products. The arbitrary values may be calculated on one of the 
following bases : — 

(1) At current purchasing price for the article in the same state 
of manufacture, or at selling price less approximate profit. 

(2) Where there is a common standard, on the basis of that 
standard, e.g. British Thermal Unit. 

(3) Where the by-product has a market value, according to that 
value, less the profit which would be made if the residual were manu- 
factured independently. 

(4) Where none of the above methods is applicable, then by working 
back from the selling price, which is often the only thing in common 
to all the products. For example, where, in the manufacture of a 
solid, there is given off a gas and a liquid, it is usually impracticable 
to apportion on any basis other than price. 

All expenses of material, labour, and oncost up to the point of 
separation of the products are debited to a joint account. Subsequent 
expenses are debited to appropriate accounts for main and by-products. 
From the selling prices must be deducted the estimated profits and 
subsequent expenses, thus arriving at the basic figures for the purpose 
of apportioning the “ joint ” expenses. 


The calculation proceeds as follows : — 


Joint Account : Expenses up to the point of separation. 




£ 

£ 


Material 

. . <00 



Labour . . 

. . 400 



Oncost 

450 

£1.350 



— 


Subsequent expenses ; 

Main 

First 

Second 


Product. 

By-Product. 

By-Product. 


£ 

£ 

£ 

Material 

. . 100 

80 

90 

Labour 

. . 120 

70 

85 

Oncost 

130 

50 

75 


£350 

£200 

£250 

Sellino; prices . . 

2,100 

1,000 

900 

Deduct : 




Estimated Profit 

50% 1 ,050 

50% 500 33j% 300 


1,050 

500 

600 

Subsequent expenses as above 

350 

200 

250 

Basis of apportionment of Joint Account 

£700 

£300 

£350 
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The cost accounts will therefore appear as follows : — 


Process i {Joint). £ 

Material 500 

Labour 400 

Oncost 450 

£ 

£ 

£ 

£i. 3S0* 

700 

300 

350 

Process 2. 

Material, etc, (detailed above) 

350 

ZOO 

250 

Total Cost 

£1,050 

£500 

£600 


♦ These bases would also be used for subsequent appoitionments, but would be recomputed from 
time to time. 

It will be observed that no adjustment has been made for selling 
and administrative charges. If these are separately oncosted, they will 
be deducted at the same time as the estimated profit in arriving at the 
basic figures for apportionment. Where the rate of profit cannot be 
estimated for the main product, the calculations will be made for the by- 
products, their basic costs will be deducted from the joint expenses, 
and the cost of the main product can then easily be arrived at. 

Unrealised Profits Taken in Process Costing.— Where a product 
is put through several processes, the finished article of one process 
becomes the raw material of the next. It then becomes necessary to 
decide at what price the transfers from process to process shall be 
made. If bare “ cost ” is taken, it is obvious that in all processes after 
the first it is impossible to ascertain whether it is profitable to manu- 
facture the article or not. For this reason it is advisable, from process 
to process, to invoice out at the current wholesale price which would 
have to be paid for an article in a similar state of manufacture, or at a 
“ loaded ” price approximating thereto. Particularly is this the case 
where some of the raw material is purchased and not obtained from 
a prior process. An additional advantage derived from this system is 
that managers know only the results of their own department, and 
not those of the cumulative cost as a whole. This method involves 
a profit (or loss) being shown on each process. If a loss, steps must be 
taken to reduce the cost, otherwise it may be advisable to eliminate that 
particular process by selling at the previous process and buying for 
the subsequent one. Where this method is adopted, comparisons 
are possible with outside costs, and commission bases for the remunera- 
tion of managers can be determined. At stock-taking times, however, 
adjustments are necessary in order to eliminate the unrealised profits 
included in the closing stocks of finished and partly manufactured 
goods. So far as the goods have been sold, the profits have, of course, 
been realised, but a reserve must be built up for the whole of the 
unrealised profit included in the closing stocks ; in subsequent years 
it will only be necessary to adjust for the increases or decreases in 
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stock, in exactly similar manner to that employed when making a 
reserve for bad and doubtful debts. A simple example of the adjust- 
ment for the first year is appended : — 


Process i. 

Dh. c*. 



Dr. Cr. 



Finished Goods. 

De. Ce. 


To Process 2 

Less Stock .. .. .. 


£ 

g6o 

240 

s. 

0 

0 

d. 

0 

0 

By Trading Account .. .. 


£ 

720 

s. 

0 



£720 

0 

0 



£710 

0 


Trading Account. 

Dr. Cr. 


To Finished Goods 

,, Apparent Gross Profit .. 


£ 

720 

360 

s. 

0 

0 

d. 

0 

0 

By Sales . . . . . . . . . . 

1 

M 

I 

d. 

0 


£ 

if08o 

0 

0 


1 

■ 

§ 

I 


Profit and Loss Account. 

Dr. Cr. 




£ 

s. 

d. 


■ 

£ 

■ 

1 

To Reserves for unrealised 





By Apparent Gross Profit : — • 



m 

H 

Profits : — 





Finished Goods . . . . 




D 

Process 2 (a) 


40 

0 

0 

Process 1 


mm 


H 

Finished Goods (6) 


35 

0 

0 

Process 3 

1 

■ 

1 

0 
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(а) On the materials issued from Process t to Process 2 a profit of Jth 
was taken. There is still £330 of tliese goods in stock, on which an unrealised 
profit has been taken. This amounts to Jth of £320 = £40. 

(б) The Profit taken in Process 2 is tlrth. 

Therefore the unrealised profit in Finished Goods re 

Process 3 is 512 = 20 

12 

Of the output (at invoice price) of Process 2, ^ is repre- 
sented by output of Process I, on which a profit of 
Jth has been taken, therefore the reserve re Process i 
is ith of i of 240 15 

£35 

In subsequent periods, if the stock in any Process, etc., has increased, 
the reserve must be correspondingly increased. If the stock has decreased, 
this means that the profit has been realised, and the reserve can be decreased. 

In the Balance Sheet the Stocks will appear as follows : — 

, £ £ £ 

Finished Goods 240 

Less Reserve for unrealised profit , , . . 35 

20S 

Raw Materials and Partly Manufactured 

Goods — ^Process i 200 

Process a £320 

Less Reserve 40 

280 

480 

68 s 

If the market price should happen to he less in any case, a further reserve 
will be necessary. In practice, work in progress must also be adjusted. 

Cost Sheets. 


BREWERY COST SHEET. 
Brewing No Quality Date 


Quantity. 

Materials Used. 

Stores 

Book 

Folio. 

Price. 


Notes. 


Malt— 

British 

Foreign . . , , . , 

Sugar: Details .. .. 

Hops . Details , . . . 

Preservatives : Details 
Other materials — 

Details 

Duty 

Less Grains sold . . 

Spent hops sold . . 
Sundries sold 



s. 

d. 

1 

£ 


d. 

Barrels — 

Brewed 

Hacked 

Production — 

Barrels at a cost 
of per barrel. 




NoTE.—After arriving at the cost of production, as shown in this section 
of the account, wages, water, fuel, and overhead charges would be added 
to complete the costing. 
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Cost ?>nsKis~continued. 
MOTOR-CARS. 
Cost of Chassis. 


Purchases — 

Finished Parts 

Stores 

Wages — 

Machine-room 

Founders 

Erecting 

Sundry 

Works Oncost — 

Rent, Rates, etc 

Fuel, Heating and Lighting 

Salaries and Indirect Wages 

Repairs, Depreciation, etc. 

Office Oncost — 

Office Rent, Rates, etc 

Salaries 

Advertising 

Travellers’ Salaries and Commission 
Discounts and Allowances 

£ 

s. 

d. 

£ 

S. 

d. 


Total Cost. . 

£ 




EXAMINATION QUESTIONS. 

1 . Carefully define the word “ Stores ” as employed in Costing systems. 
Describe in detail the method of charging out Stores, including raw material 
and finished parts, in Costing systems. Should the Stores be charged out 
at cost or at current market prices ? In the latter case, how do you propose 
to reconcile your Stores Account in the Costing System with your Stock 
Account in your financial statement ? {Incorporated Accountants.) 

2. Give rulings of any books, or forms, which you recommend for the 
record of the above receipt and issue of stores, and make the necessary entries 
therein. {London Chamber Commerce^ 

3. Select a manufacturing business with which you are familiar, and 
prepare a brief set of rules for the guidance of the store-keeper. 

Submit rulings of two only of the books or documents you recommend. 
{Chartered Accountants) 

4 . Sketch a Report showing the method that you would advise to stop 
an obvious leakage in the stock of any business with which you may be 
acquainted j such method to record the charge to and issue from Stores of 
Goods purchased. {Incorporated Secretaries.) 

5. Give a ruling of a Materials Abstract Book, suitable for employment 
in cases where purchases are made {a) for specific jobs, (6i on Capital Account 
under three headings (Plant, Loose Tools and Sundries). {Royal Society Arts) 
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6 . Give suitable rulings for any three of the following ; Order Book ; 
Stores Issued Book ; Stores Delivery Note ; Stores Requisition Note ; Stores 
Ledger Account ; Departmental Wages Journal ; Cost Ledger Account. 
{Incorporated Accountants.) 

7 . In charging out of Stores the basis of the pricing of issues is a con- 
tentious point. Give the relative merits of two methods. {Incorporated 
Accountants) 

8. Describe three different bases upon which wages are paid in manu- 
facturing businesses, and submit a ruling for a weekly time sheet suitable 
for use in any business you may select. {Royal Society Arts) 

9 . In a manufacturing business, where all labour is paid on a time basis, 
describe how you would (a) check the time worked by the men, and {b) deal 
(for Costing purpose,s) with the wages paid. 

Submit the ruling of the time sheet you would issue to the worlonen. 
{Royal Society Arts) 

10 . What is meant by a machine-hour rate, and how is it arrived at ? 
{Incorporated Accountants) 

11 . A manufacturer wishes to inaugurate a Costing system by means of 
which the Overhead or Oncost expenses may be presented as a percentage on 
the direct labour or on the total labour employed. 

Discuss the principle involved and criticise the method suggested. 
{Incorporated Accountants) 

12 . Briefly describe a manufacturing business with which you are familiar, 
and differentiate between the wages paid for : (a) Direct Labour ; (6) Indirect 
Labour ; and (c) Casual Labour. State how you would allocate the several 
classes of labour you define, when preparing the Costing records of the 
undertaking, {Chartered Accountants) 

13 . Explain the difference between Works Oncost and Office Oncost. 
Indicate one or more ways in which such costs can be applied. {Incorporated 
Secretaries) 

14 . Give a suitable ruling for a Columnar Cost Ledger, showing how the 
total cost of any work undertaken is arrived at, insert pro forma entries, and 
state what method you adopt of allocating indirect charges, and your reasons 
for so doing. {Chartered Accountants) 

15. What are the principles of Process Cost Accounts ? Illustrate your 
answer by means of pro forma accounts of a manufacturing business to 
which Process Cost Accounts could apply with advantage. (Chartered 
Accountants) 

16 . From the following figures taken from the boolts of the Alpha Manu- 
facturing Company show in convenient form the Costing results for the two 
years : — 

ist Year : Materials, £50,000 ; Wages, £30,000 ; Indirect Expenses, 
£io,ooo ; Sales, £99,000. 

and Year : The cost of Materials and Wages had increased by 35 %, the 
Indirect Expenses by 5 %, and the Sales by £28,075. 

{Institute of Book-keepers) 

17 . You have been asked by a manufacturer to devise a system of Cost 

Accounts. Select a manufacturing business and state : (a) The various 
items of expense which you would include under the heading “Oncost” ; 
(6) the source from which you would obtain the necessary figures upon 
inaugurating the Costing system ; (r) the basis upon which you would 

allocate the Oncost expenses. {London Chamber Commerce) 

18 . The weekly wages total of a factory, making sewing-machines, is 
analysed under the following heads : (i) Productive Labour, (a) Engine- 
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room. (3) Repairs — (a) Engine-room Plant ; (6) Belts, Pulleys, Shafting ; 
(c) Lighting ; (d) Machinery ; (e) Buildings. {4) Store-keepers and Factory 
Clerical, (s) Watchman and Guard. (6) Factory, Executive and Super- 
vision. (7) Office — (a) Orders and Stores ; (6) Costing ; (c) General. 

(8) Administrative. Select any four of these and state how they should be 
dealt with in the Costs. (Chartered Accountants.) 

19 . A manufacturer, whose business is divided into five departments, 
each situated in a different part of the same building, and each turning out 
a distinct class of article, wishes to ascertain the approximate cost of each 
type of article over a year. 

Detailed records of stores and departmental wages books are kept. 

State on what basis you would apportion the following items appearing 
in the Profit and Loss Account, and what additional information (not appearing 
in the ordinary books of account) would be necessary to enable this to be 
done : (a) Carriage inwards ; (6) Rent ; (c) Machinery Depreciation ; (d) Office 
Salaries ; (e) Heating and Lighting. (London Chamber Commerce.) 

20 . After charging up wages, material, and certain other expenses to the 
particular works in connection with which such expenditure was incurred, 
the books of a manufacturing company show additional expenditure under 
the following heads : — 

Salaries — ^Worlts Engineers and Managers, £5,500 ; Travellers, £3,500 ; 
Administrative, £8,000. Rates, £3,000. Rent, £4,000. Commission, fares, 
and allowances to travellers, £3,500. Carriage outwards, £650. Directors’ 
Fees, £1,000. Stationery — Worlts, £125. Stationery and Printing — Office, 
£375. Postages and Telegrams, £160. Depreciation — Buildings, £500 ; 
Plant and Machinery, £950. Fire Insurance, £350. Advertising and Cata- 
logues, £1,350. Carriage inwards, £i 30 . 

Place each of these items under one of the following charge headings ! 
(a) Works ; (b) Selling and Distributing ; (c) Administrative ; (d) General. 

Of the rates and rent one-eighth is in connection with the Office. (Incor- 
porated Accountants.) 

21 . The Trading and Profit and Loss Accounts of the Baxter Trading 
Company, Ltd., who deal in gramophones sold at £30 each net, for the year 
ended December 31, ig. ., are as follows ; — 


Jan. I. To Stock . . 

Dec. 31. „ Materials 

„ Wages . . . . 

„ Gross Profit. . 


Trading Account, 


£ 

3.000 

3.87s 

6.000 
4 .I 2 S 


Dec. 31. By Sales 
„ Stock 


£16,000 


£ 

15.000 

1,000 


£16,000 


Profit and Loss Account 


Dec. 31. To General Ex- 
penses .. 1,500 

„ Depreciation 750 

„ Directors’ Re- 
muneration 375 

„ Net Profit . , 1,500 

£4.125 


Dec. 31. By Gross Profits . . 


£ 

4.125 


£4.125 
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Prepare a Cost Sheet showing the cost of production per unit. {Incor- 
porated Secretaries) 

22 . A pencil manufacturer makes two types of pencils, “ Black " and 
“ Coloured.” They undergo two processes, factory and finishing. Raw 
materials used in the factory and general expenses are apportioned in the 
ratio of output of each class ; the output in 1918 was 24,000 gross Black 
and 8,400 gross Coloured ; the actual cost of labour for each process is 
ascertained ; “ other charges ” for each processes are apportioned in the 
same ratio as labour for that process ; finishing materials are apportioned 
in the ratio of finishing labour. From the following paiticulars prepare a 
statement of the cost per gross, in shillings and pence, of each item and each 
process in the cost of manufacture ; and the profit per gioss if the selling 
prices are £i and 19s. respectively. 

Factory Raw Materials— Opening Stock, £3,680 ; Purchases, £10,710 ; 
Closing Stock, £4,940. Factory Wages — ^Black, £4,200 ; Coloured, £1,365. 
Factory Charges, £3,710. Finishing Wages — Black, £2,000 ; Coloured, £560. 
Finishing Raw Materials — Opening Stock, £720 ; Purchases, £3,370 ; Closing 
Stock, £890. Finishing Charges, £1,920. General Expenses, £3,645. 

{Chartered Accountants) 

23 . From the following particulars you are required to show : {a) The 
profit or loss per ton on each class of the commodity ; (A) the average cost 
of production per ton of the whole output; (c) the average selling price 


per ton of the whole output. 

Production 

Total Costs 

Sellmi? Pnee 


in Tons. 

per Ton. 

per Ton. 



£ s. d. 

£ s. d. 

Common 

15,087 

I 9 10 

I 13 6 

Block 

3.830 

2 I 9 

2 16 10 

Fishery 

3.049 

1 iS 3 

1 16 6 

Packet 

120 

10 0 3 

930 


22,086 


(Incorporated Accountants.) 


43 



Chapter XVI 


HIRE-PURCHASE ACCOUNTS 

In these days a large number of commodities change hands under a 
“ hire-purchase ” agreement, or on “ payment by instalment ” terms. 

HireoPurchase. — Under tliis system, the hire-purchaser enters 
into an agreement with the hire-trader or hire-seller, whereby the 
hire-purchaser undertakes to pay an agreed number of periodical 
instalments as hire of the articles which he desires to possess, on the 
understanding that, if and when all the instalments are duly paid, the 
subject-matter of the agreement shall become his absolute property. 
Under some agreements of this kind the hirer may return the goods. 
If he does return the goods, he forfeits the instalments he has paid. 
As a general rule the hire-trader cannot terminate the contract. Until 
the whole of the instalments have been paid, the goods remain the 
property of the hire-trader, and, if default is made in paying the 
instalments, he can demand their return. 

From the book-keeping point of view, it is important to realise 
that in such a transaction there is no sale. The only book debt created 
is a claim for the unpaid instalments, which lapses if the goods are 
returned, or reclaimed, owing to the hire-purchaser’s default in paying 
the instalments. The proper treatment to be followed by the hire- 
seller is to ascertain the cost of the goods out on hire, and to deal with 
them as stock. 

This treatment may be simply illustrated as follows : — 
HIRE-PURCHASE TRADING ACCOUNT. 


Three Articles on Hire. Cost, £120. Payable in three annual instalments 
of £20 each article. 

Dr. Cr. 



£ 


■ 


£ 

s. 

d. 

Cost of Articles 

120 


0 

Cash, First Year's 




Balance, being Gross 




Instalments . . 

60 

0 

0 

Profit 

20 


B 

Value of Stock, i.e. 






■ 

■ 

Cost, £120, less 









£40, to reduce 






■ 

■ 

value to cost price 

80 

0 

0 


£ho 

0 

1 


£140 

0 

0 


6j8 
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The hire-purchaser’s position is that he is acquiring an asset at 
a total cost in excess of the cash-down price. Moreover, the asset is 
not his legal property until all the instalments have been paid. How 
is he to treat the instalments in his books ? Assuming that it is his 
intention to complete the agieement, he is justified in charging the 
asset account, headed, e.g., by some such caption as “ Motor Lorries 
in Course of Hire-Purchase,” with the cash-down price, and treating 
the balance as cost of hire or as interest. But, in compiling his Balance 
Sheet, he realises that the balance due to the hire-seller is not an 
immediate liability, and that the balance on the Asset Account may 
become a fictitious asset. Pie, therefore, deducts the credit balance of 
the hire-seller’s account from the debit balance of the Asset Account. 
Further, he remembers that, whatever the method of payment, the 
asset will depreciate in value. 

Payment by Instalment Method. — A contract of sale on the in- 
stalment payment system is an out-and-out sale under agreement that 
the purchase price shall be discharged by a definite itumber of payments 
made at definite dates. Possession and legal ownership of the goods 
pass to the purchaser immediately he signs the agreement and 
pays the first instalment. The vend’or has, then, no rights over the 
goods, but he can, of course, sue the purchaser for any instalment that 
he may fail to pay. Thus, from the vendor’s point of view, the trans- 
action is a conversion of stock into a book debt payable by instalments ; 
from the purchaser’s point of view it is the acquirement of an asset, 
the purchase price of which is a debt due from him. Here, again, 
whether the debt is paid or not, the asset will depreciate. 

Analysis of the Purchase Price. — It is clear that the price to be 
paid for the goods under either of the above systems of purchase is 
greater than the cash-down price. The price may be said to comprise 
three elements : (a) The cash-down price, plus (i) interest on the 
unpaid portion of that price, plus (c) an addition, or loading to cover 
the risk of default. Although, in the case of hire-purchase, the vendor 
is secured to the extent that he can take possession of th.e goods should 
the hire-purchaser default in his payments, yet, even so, there is the 
risk that the goods may be dealt with in fraud of the legal owner. In 
any case, should default be made, the goods will be second-hand, 
even if they arc not actually damaged, and so of less value than they 
were at the time of transfer. It follows, therefore, that the whole 
hire-purchase, or deferred payment, price cannot be credited by the 
vendor to his Trading Account ; and that from the purchaser’s stand- 
point the periodical payments which he is under obligation to make 
comprise both capital and revenue items. 

Treatment in Books of Account. 

Seller's Books . — Broadly speaking, the seller regards the trans- 
action as a cash sale. He adds to the cash price interest, at a rate 
considerably higher than what would be obtained by the investment 
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of money in sound securities, in order to cover possible losses by 
default, and he divides this composite price by the agreed number of 
instalments. He then treats the sale as a sale for deferred payments 
by equal instalments. Provided that his loading for risk — the excess 
interest added to the cash price — is sufficient, there is little danger 
in this method. In order to reduce the volume of book-keeping 
entries in this sort of transaction certain methods have been adopted, 
and, accordingly, three typical sets of circumstances are dealt with 
below, and the system applicable to each is described. 

The details of the various agreements met with in practice will, 
of course, vary considerably. For example, it is usual for the first 
instalment to be paid on signing the agreement. This practice reduces 
the unpaid balance of the cash-down price on which interest is calcu- 
lated. Again, the instalments may be determined by dividing the 
cash-down price by the agreed jmmber of instalments, and adding to 
each interest on the outstanding balance. If that is done, the instal- 
ments will not be equal, but will gradually decrease. Such inducements 
to purchase as “ free insurance,” “ service after purchase,” or an 
option to terminate the agreement at will and return a portion of the 
goods, etc., will need consideration in deciding the precise form of 
treatment to adopt in a particular case. Still the general principles will 
remain the same. 

(i) Where goods sold on hire-purchase are of considerable value, 
and the number of transactions is small, e.g. Railway Wagons or Motor 
Lorries. 

Here the transaction is dealt with as a cash sale, the balance of the 
hire-purchase price being treated as interest and credited proportion- 
ately to the periods mentioned in the agreement. Thus the whole of 
the gross profit on the sale is credited to the Trading Account for the 
period when the sale was effected. This method assumes that the 
transaction is an ordinary sale with payment by instalments at interest ; 
and in so far as losses are probable through default, reserves must be 
created to arrive at the actual gross profit. The balance of the personal 
account of the purchaser will appear on the asset side of the Balance 
Sheet as “ Goods out on Hire-Purchase,” any reserve being deducted 
therefrom. {See Illustration i.) 

(ii) Where goods sold on high-purchase are of small value, the sales 
considerable, and the periods of the agreements vary, e.g. in the Furnishing 
trade. 

Only memorandum records are kept of the personal aspect of 
the transactions. The goods are treated as stock and valued at each 
balancing date at a proportion of the cost of the goods equivalent to 
the proportion of the total instalments remaining unpaid. In other 
words, each instalment is considered as being composed of similar 
fractions of {a) cost, and (fi) gross profit and interest. A Hire- 
Purchase Sales Day Book is ruled with suitable columns for infer- 
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mation as to (i) number of instalments ; (2) interval between each 
instalment, e.g. week, month, or quarter ; (3) total of instalments 
(the hire-purchase price) ; and (4) cost price. The equivalent cash 
selling price is ignored. A memorandum Hire Purchaseis’ Ledger 
is opened, each account being headed with full details as recorded in 
the day book. The memorandum personal account is debited with the 
full hire-purchase price, and credited periodically from the Cash Book 
with the instalments paid. These detail entries are memoranda only. 
The double-entry is put through in periodical totals. The total of 
the cost-price column of the Hire-Purchase Sales Day Book is debited 
to “ Stock out on Plire-Purchase Account,” and credited to Hire- 
Purchase Sales Account, and thence to the Trading Account. The total 
cash received on account of instalments is periodically posted to the 
credit of “ Stock out on Hire-Purchase Account.” At balancing dates, 
this stock is valued by going through the Hire-Purchasers’ Ledger 
and valuing each account according to the following formula : — 

Number of instalments still due X Cost price 
, Total number of instalments payable 

The total stock is then inserted on the credit side of the Stock 
out on Hire-Purchase Account, and carried down as a debit balance 
to the next period. The difference on this account then shows the 
profit or loss to be transferred to the Trading Account of the business 
in the ordinary way. {See Illustration 2.) 

(iii) Where goods are sold on hire-purchase, the period being fixed 
and the transactions considerable, e.g. a billiard-table manufacturer 
selling tables on monthly instalments over three years. 

The cash price method explained in (i) is adopted with this variation, 
that the interest instead of being apportioned on the facts of each 
agreement is treated in total, this being possible owing to the period 
of each agreement being fixed. Thus, assume that ail goods are sold 
on three-year agreements, the instalments being payable quarterly. 
Then, if the loading for interest and risk is 8 %, the interest applic- 
able to each of the three years is ; — ist year, 52-63 % ; and year, 
33-83% ; 3rd year, 13-54% of the total interest.* Most agreements 
will extend over four years, since they are not all entered into on the 

• Note. — The proportions of the total interest (i.e. the difference between 
the hire-purchase price and the cash sale price) applicable to each year will 
vary with the rate per cent., the interval between the payments, and the total 
period of the agreement. But as all agreements are standardised, whatever 
the amount of the instalment may be, the interest included in any one 
instalment will always bear the same ratio to the interest included in any 
other instalment. Thus, if a typical example is taken, say a quarterly payment 
of £10 for three years, the “ present worth ” = the cash sale price is £105 15s. 
The total hire-purchase price is £130, and thus the total interest is £14 ss. 

[note cmimuei on ntxi page. 
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first day of the business year. The interest is then approximated by 
taking credit only for one -half of the first year’s interest in that year, 
then, in the second year, the other half of the first year’s interest 
plus half of the second year’s interest, and so on. The interest would 
be apportioned in the above example, as follows : — 


First year 36-3 % 

Second year (z6-3 -f i6-q) = 43 -z % 

Third year (td-g + 6-8) = Z3‘7 % 

Fourth year 6'8 % 


100 -o % 


The Hire-Purchase Day Book is ruled to provide details of the 
various agreements and, in addition, three money columns for (a) 
Cash Price, (i) Interest, (c) Total. Column (c) is debited to the indi- 
vidual personal accounts in the Hire-Purchasers’ Ledger, and these 
accounts are credited with the cash instalments as paid. Periodically, 
the totals of the Hire-Purchase Day Book are posted (a) to the credit 
of Hire-Purchase Sales Account (and thence to the Trading Account) ; 
(b) to the credit of a Hire-Purchase Interest Suspense Account for 
the period ; and (c) the total, to the debit of a Hire-Purchasers’ 
Ledger Total Account. The latter account is credited periodically 
from the Cash Book with the total instalments received, and is operated 
in the same manner as a Total Debtors’ Account. Each year the due 
percentage of each of the interest suspense accounts is credited to 
Profit and Loss Account. There will, at any time, be several suspense 


CoKiinuaHon 0/ note frotn previous page,'] 

It will be found that £7 loa. of this, or 53-63 % of the total interest, is 
applicable to the first year, thus ; — 


Balance at 
Beginning of 
Quarter. 

Interest thereon 
at 8 % p.a. 

1 

1 Total. 

Quarterly 

Instalmeat. 

Balance. 

•£ 

d. 

£ 

3. d. 

£ 

S. 

d. 

£ 

s. 

d. 

£ s. 

d. 

105 15 

0 

2 

2 3 

107 

17 

3 

10 

0 

0 i 

97 17 

3 

97 17 

3 

I 

19 2 

99 

16 

S 

10 

0 

0 

Sg 16 

S 

8 q 16 

S 

I 

IS II 

91 

12 

4 

10 

0 

0 

81 13 

4 

81 13 

4 

I 

13 8 

83 

5 

0 

10 

0 

0 

73 S 

0 



£7 

10 0 



j 







The second year’s interest will be found to be ,(^4 i6s. sd., or 33-83 %, 
and the third year’s interest £i i8s. -yd., or 13-54 %. This calculation will, 
of course, only have to be made once, i.e. when the exact terms of the standard 
agreement are decided upon. A fresh calculation would only be necessary if 
the rate per cent., or the frequency, or the number of the instalments is varied. 
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accounts open ; for example, if the agreements are for three years, 
there will be three suspense accounts open, and each Profit and Loss 
Account will receive benefit from four dififerent suspense accounts. 
In the Balance Sheet, the total credit balances on the interest suspense 
accounts are deducted from the debit balance on the Hire-Purchasers' 
Ledger Total Account, and the net figure shown as “ Stock in Hands 
of Customers on Hire-Purchase Agreements.” (A'ee Illustration 3.) 

Illustration 1. — The Sunlight Motor Company during the year 1933 
sells the following on hire-purchase : — 

(а) To the A. B. Carriage Company, one Lorry, cash selling price Z^oo, 

payable by five yearly instalments of ,£115 gs. gd. (Interest taken 
at 5 %). Date of agreement, January i, 1932 

(б) To the H. F. Meat Company, two Lorries, cash selling price £995 8s., 

payable by twelve half-yearly instalments of £100 (Interest taken 
at 6 % with half-yearly rests). Date of agreement, June I, 1933. 
Show the personal accounts of the purchasers in the books of the 
Sunlight Motor Company up to December 31, 1933, and the entry in the 
Balance Sheet at that date, no loss on either agreement being anticipated. 

Sunlight Motor Company, 

BALANCE SHEET, DECEMBER 31, 1933. 

(Assets Side.) 

Lorries in hands of customers on Hire-Purchase 

agreements £1.093 2 3 


GENERAL LEDGER. 
The A. B. Carriage Company. 

Date : January i, 1932. Sale of i Lorry. 

Amount : £S77 8s. gd. 

Payable by 5 Yearly Instalments of £iis 9s. gd. 
Commencing : December 31, 1932. 

Cash Value ; £500. 

Interest ; At s %. 


Dr. Ck. 


1932. 


L 

S. 

d 

1932. 


1 

s. 

d. 

Jan. I 

To Hire-Purchase Sales 




Dec, 3 1 

By Cash, xst instalment. 

115 

9 

9 


Account (Cash Selling 




M 31 

,, Balance canted down 

409 

zo 

3 


Pnce) 

500 

0 

0 






Deo. 3T 

,, Interest Account (5 % 










for I year) . . . , . . 

25 

0 

0 








(5*5 

0 

0 



(525 

0 

0 

,1933. 

Jan. 1 

To Balance brought down 

409 

10 

3 

1933. 

Dec, 31 

By Cash, 2nd instalment. 

IIS 

9 

9 

Dec. 31 

,, Interest Account (5 % 




>1 31 

„ Balance canlcd down 

314 

zo 

0 


for I year) 

20 

9 

6 








£+29 

19 

9 



£429 

19 

9 

1934. 

Jan. I 

To Balance brought down 

314 

10 

1 
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Hihe-Purchase Interest Account, 

Kr, Cr. 


T932. 





c 

s. 

1 

1932. 


£ 

s. 

d. 

Dec. 31 

To Profit 

and 

Loss 

Ac- 



m 

Dec, 3 r 

By A. B. Carriage Co. , . 

23 

0 

0 


count 




54 

17 

E 

M 31 

„ H. F. Meat Co 

2g 

T 7 

3 






ist 

17 

i 



£54 

17 

3 

1933. 

Dec. 31 

To Profit 

and 

Loss 

Ac- 




1933 - 

Juneso 

By H, F. Meat Co 

27 

15 

2 


count 




73 

t6 

6 

Dec.st 

H. F. Meat Co . . . . 

25 

IT 

to 








u 31 

,, A. B. Carriage Co. . . 

20 

9 

6 






£73 

16 

6 



£73 

16 

6 


The H. F. Meat Company. 

Date ; June i, 1932. Sale of 2 Lorries. 

Amount : £1,200. 

Payable by 12 Half-yearly Instalments of £100, 

Commencing : December 31, 1932. 

Cash Value : £ggs 8s. 

Interest : At 6 % (half-yearly rests). 

Dr. Ck, 


1933. 


£ 

s. 

d. 

10 ^ 3 . 


£ 

s 

d. 

June 1 

To Hire-Purchase Sales 



Dec. 3t 

By Cash, ist in.«italment. . 

xoo 

0 

0 

(Cash Selling Pnce) . . 

H Interest Account (6 % 

995 

3 

0 

31 

,, Balance earned down 

925 

5 

3 

Dec. 31 

fo r 6 months) . . . . 

29 

17 

3 







£ 

1,035 

5 

3 


£ 

1,025 

5 

3 

1933* 





1933. 

By Cash, 2ad instalment 




Jan. I 

To Balance brought down 

925 

5 

3 

Juneso 

100 

0 

0 

June 30 

„ Interest Account (6 % 



•1 30 

,, Balance carried down 

853 

0 

5 

for 6 months) . . . , 

37 

13 

2 




■ 




£953 

0 

5 



£953 

E 

5 

1033. 

July 1 

To Balance brought down 

853 

0 

5 

1933 - 
Dec. 31 

By Cash, 3rd instalment. . 

10^ 

1 

0 

Dec, 31 

j, Interest Account (6 % 



1* 31 

,, Balance carried down 

778 

12 

3 

for 6 months) . . • ■ 

25 

IX 

10 








£878 

12 

3 



£878 

12 

3 

1934. 

Jan. 1 

To Balance brought down 

778 

12 

3 







Hire-Purchase Saees Account. 

Dr. Cr. 


1932. 
Dec. 31 

To Trading Account 


i 

I 

1932. 
Jan. X 

By A. B. Carriage Co. . . 

£ 

500 

s. 

0 

d. 

0 


n 


June I 

„ H. F. Meat Co 

995 

8 

0 


£ 

m 

1 

1 


£ 

t. 49 S 

8 

0 
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Illustration a. — The following are the entries in the Hire-Purchase 
Day Boole of the Ford Furnishing Company, who inaugurated a system 
of “easy payments” on June ao, igzy. Show the personal account of 
A. Black in the Hire-Purchasers’ Memorandum Ledger, and the Stock 
out on Hire-Purchase Account in the General Ledger on December 31, 
1927, assuming all instalments were received as and when due. 


HIRE-PURCHASE DAY BOOK. 


Date. 

Agree- 

ment 

No. 

Details. 

Total 

Instal- 

ments. 

Folio. 

Cost 

Price, 

1932. 



£ 

s. 

d. 


£ 

s. 

d. 

Tulv I 

I 

A. Black, 10, Lime Avenue, S.E. 










Bedroom Suite, 12 monthly instalments of £2 










commencing Tulv ist 

24 

0 

E 

I 

14 


0 

Aug. 10 

2 

K. Wright, Deepdenc, Purley. 



1 







4 quarterly instalments of £13 commencing 



1 







Aug. lotb . . . . 

52 

0 

0 

3 

30 


0 

Sept. 15 

3 

M. Tyron, 14, The Drive, Wauhtead. 










24 monthly instalments of £3 commencing 










Sept. t5th 

72 

0 

0 

5 

48 


0 

Oct. I 

4 

B. Fore, Rahere, Dorking. 










6 monthly instalments of £10 commencing 










Oct. 1st 

60 

0 

0 

7 

40 


0 

Nov. 30 

5 

W. Seed, gr, High Street, W, 










8 quarterly instalments of £15 commencing 










Nov. 30th 

X 20 

0 

0 

g 

72 


0 

Dec. 7 

6 

B. Smith, 14, Sunray Avenue. N. 










52 weekly instalments of 41 los. commencing 










Dec. 7th 

78 

0 

0 

II 

50 


0 




£406 

0 

0 


£254 


0 


HIRE-PURCHASERS’ MEMORANDUM LEDGER. 


Name of Hire-Purchaser : A. Black. 

Address ; 10, Lime Avenue, S.E. 

Agreement Number ; i . 

Date : July i, 1932. 

Articles ; Bedroom Suite. 

Cost Price : £14. 

Instalments ; iz, monthly, £2 each July tst and thereafter. 
Total Instalments : £24. 


Da Cn. 
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GENERAL LEDGER. 


Stock out on Hike-Purchase. 

Dk. Ce 


1932. 
Dec. 31 

To Cost of Stock sent out 

£ 

s. 

d. 

1932. 
Dec. 31 

By Cash (Instalments le- 

£ 

s. 

d. 


under Hire • Purchase 




ceived from Hiie-Pur- 





Agreements dunng the 





chasers during the year) 

101 

0 

0 


year (as per Hlre-Pur- 




» 31 

„ Value of Stock out on 





chase Sales Day Book) 

254 

0 

0 

hire-purchase at end of 





,, Profit and Loss Account 
(profit on hire-purchase 
business for the year) . . 

38 

3 

1 


year (ace schedule) 

I9I 

3 

I 



£292 

3 

I 



£292 

3 

I 

^^933. 
Jan. I 

To Value of stock out on 










hire-purchase at this 
date .. .. .. .. 

19 ^ 

3 

1 







Dr, 


1932 . 
Dec. 31 


Hire-Purchase Sales. 


Cr. 



£ 

i 

B 

1932. 



B 

d. 

To Trading Account 

254 

■a 

E 

Dec.31 

By Stock out on Hire- 





1 

1 

Purchase Account . . 


E 

Q 


VALUATION OF HIRE-PURCHASE STOCK AT 
DECEMBER 31. 193a. 


Hire-Purchase 

Ledger 

Folio. 

Total 

Number of 
Instalments. 

Number 

Paid. 

Number 

Unpaid. 

Cc-st. 

Proportion 
of Cost. 

Value of 
Stock. 





£ 

s. 

d. 


£ 

s. 

d. 

I 

12 

6 

6 

14 

0 

0 

6 /t 2 

7 

0 

0 

2 

4 

2 

2 

30 

0 

0 

2/4 

15 

0 

0 

3 

24 

4 

20 

48 

0 

0 

20/24 

40 

0 

0 

4 

6 

3 

3 

40 

0 

0 

3/6 

20 

0 

0 

3 

8 

I 

7 

72 

0 

0 

7/8 

63 

0 

0 

6 

52 

4 

48 

50 

0 

0 

48/52 

46 

3 

I 


to6 

20 

86 





£191 

3 



If goods are returned and the agreement is cancelled, the cost price 
unpaid must be credited to Stock out on Hire-Purchase Account, and 
debited to Hire-Purchase Returns Account, the goods being taken into 
general stock at a valuation, and any balance being written off. For 
example, if A. Black makes no further payments and the goods are seized, 
Stock out on Hire-Purchase Account will be credited with and Hire- 
Purchase Returns Account debited. If the goods returned are worth 
only £4, Trading Account will be debited with £4 ; Profit and Loss 
Account be debited with the loss of £3 j and Hire-Purchase Returns 
Account be credited with £7. 

Illustration 3. — The Fibre Gramophone Company manufactures a 
number of instruments ranging in price from £3 to 100 guineas. These 
are sold for cash or on the hire-purchase system. The hire-purchase price 
is based on the cash selling price, to which interest is added at 8 % per 
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annum, with quarterly rests. The hire-purchase agreements provide that 
the total hire-purchase price shall be payable by twelve equal quarterly 
instalments, the first being due three months after the date of the agree- 
ment. The interest is treated in total in the company’s books, being 
spread over four years (the year in which the agreement is signed and the 
three following years) in the proportions : — 26-3 % ; 43-2 % ; 23-7 % j 
and 6-8 % respectively. 

The following are details of the Hire-Purchase transactions for the 


year to December 31, 1932 : — 

£ s. d. 

Total hire-purchase agreements effected during the 

year = 13,000 o o 

(This sum is made up of Cash selling price, 

. £io,S 7 S + Interest = £1,425.) 

Cash instalments received during the year . , . , = 7,200 0 o 

Hire-Purchasers’ Ledger Total Account (Debit 

balance), January i, 1933 = 10,700 o o 

Interest Suspense Account, 1929 (Credit balance), 

January i, 1932 = 9 13 10 

Interest Suspense Account, 1930 (Credit balance), 

January i, 1932 = 217 6 3 

Interest Suspense Account, 1931 (Credit balance), 

January i, 1932 = 787 13 5 


Show the appropriate accounts in the books of the Fibre Gramophone 
Company for the year ended December 31, 1932. 


HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1929. 

Total, £142 los. Chargeable; 1929, 26-3 %, £37 gs. 6d.; 1930, 43-2 % 
£61 11s. 2d.; 1931, 23-7 %, £33 15s. 6d.; 1932, 6-8 %, £9 13s. lod. 


Dr. _____ 


1933. 


n 

I 

i 

1932- 


£ 

1 

■ 

Dec. 31 

To Pro&t and Loss Account 




Jan. I 




nn 



1 

1 

1 



m 

I 

1 


HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1930. 

Total, £712 los. Chargeable; 1930, 26-3 %, £187 7s. gd. ; 1931. 43 '2%, 
£307 i6s.; 1932, 23-7 %, £168 17s. 3d.; 1933, 6-8 %, £48 9s. 

D». Cr. 



£ 

s 

d. 

I 932 v 


£ 

s. 

d. 

To Pro&t and Loss Account 

168 

17 

3 

Jan. I 

By Balance brought for- 




„ Baiance carried down. . 

48 

9 

a 


ward 

217 

6 

3 



6 

3 



£217 

6 

3 





1933. 









Jan. I 

By Balance brought down 

♦8 

9 

0 
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HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1931. 
Total, £1,068 15s. Chargeable: 1931, 26-3 %, £281 is. ; 193a, 43-2 %, 
£461 14s.; I 933 > 23'7 %. £253 5s-iid.; 1934, 6-8 %, £72 13s. 6d. 

Dr. Cr. 


1932. 

To Profit and Loss Account 

£ 

s. 

d. 

1932. 


£ 

S. 

d. 

Dec. 31 

461 

14 

0 

Jan I 

By Balance brought for* 




»» 31 

Balance carried down. . 

335 


5 

ward 

787 

13 

5 



II 

13 

5 



i £787 

13 

5 






1933. 

Jan 1 

By Balance brought down 

325 

19 

5 


HIRE-PURCHASE INTEREST SUSPENSE ACCOUNT, 1932. 
Total, £1,425. Chargeable: 1932, 26'3 %, £374 15s. 6d.; 1933, 43-2 %, 
£615 I2S.; 1934, 23-7 %, £337 14s. 6d.; 1935, 6-8 %, £96 i8s. 

Dr. Cr. 


1932- 


£ 

s. 

d. 

11932. 


£ 

s. 

d. 

Dec. 31 

To Profit and Loss Ac* 




Dec, 31 

By Hire - Purchasers’ 





count 

374 

15 

6 


I.edger Total Account 

1,425 

0 

0 

w 31 

p, Balance carried down 

1,050 

4 

6 








£i, 4« 

0 

0 



^1,475 

0 

0 






1933. 

Jan. I 

By Balance brought down 

1,030 

4 

6 

Dr. 

HIRE-PURCHASE SALES ACCOUNT. 


Cr. 

1932. 


£ 

s. 

d. 

1933. 


£ 

s. 

d. 

Dec. 31 

To Trading Account . . 

10,575 

0 

0 

Dec.31 

By Hire - Purchasers’ 










Ledger Total Account 

10,575 

0 

0 


Dr. HIRE-PURCHASERS’ LEDGER TOTAL ACCOUNT. Cr. 


1932. 

To Balance brought for- 

£ 

8. 

d. 

1932. 


£ 

s. 

d. 

Jan. i 




Dec.31 

By Cash instalments re- 





ward 

10,700 

0 

0 


ceived 

7,300 

0 

0 

Dec, 31 

,, Hire-Purchase Sales 



„ 31 

„ Balance earned down 

15,500 

0 

0 


for year . . . , 

13,000 

0 

0 







£ 

22,700 

0 

0 


£ 

33,700 

0 

0 

1933* 
Jan. I 

To Balance brought down 

15,500 

0 

0 







Dr; PROFIT AND LOSS ACCOUNT, 1932. Cr 



£ 

s. 

d. 

1932. 

Dec.31 

By Hire-Purchase In- 

£ 

s. 

d. 






terest, 1929 , , . . 

9 

13 

10 





„ 31 

„ Hire-Purchase Inter- 
est, 1930 

i63 

17 

3 





„ 31 

,, Hire-Purchase Inter- 








est, 1931 

„ Hire-Purchase Inter- 

461 

14 

0 





» 31 









est, I93R 

374 

15 

6 







fl.oiS 

0 



7 
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The Fibre Gramophone Company. 

BALANCE SHEET. DECEMBER 31, 1932. 

(Assets Side.) 

Stock in hands of customers on Hire-Purchase £ 3. d. 

Agreements 14,075 7 i 


Note. — T his figure is arrived at as follows : — 

£ s. d. 

Hire-Purchasers' Ledger Total Account (Debit 

balance) .. 15,500 o o 

Less Credit balances on Hire-Purchase Interest 
Suspense Accounts ; — £ s. d. 

1930 48 9 0 

1931 32s 19 S 

1932 1,050 4 6 

1,424 12 II 


£14,075 7 I 


Sales for Deferred Payments by Instalments. 

(A) The Seller's Books . — The entries in the books of the seller 
may be similar to those discussed in relation to Hire-Purchase, Two 
important points of difference arise, however : — 

(i) Since there is no legal right to reclaim the goods, it is 
essential to provide an adequate reserve for bad debts. 

(3) The amount due from the purchaser may be described in 
the Balance Sheet as Debtors instead of Stock. 

(B) The Buyer’s Books . — The complication found in the seller’s 
books is not repeated in those of the buyer, as the transactions are 
generally few in number. Again, the cost of the asset, if purchased 
for cash, is undoubtedly a capital charge in the first place, although, 
of course, wastage must be charged against revenue as and when 
depreciation occurs. It is usual, therefore, to adopt the cash-price 
method, either : (i) dealing with each instalment, as and when due, 
by debiting revenue with so much of that instalment as represents 
interest or hire, and debiting the balance to capital ; or (ii) raising 
an asset account by debiting thereto the cash purchase price of the 
asset, and crediting the vendor. 

Periodically the vendor is credited with interest on the balance 
outstanding, and debited with the cash instalment. 

In either case the asset must be depreciated on the basis of a full 
cash purchase price. 

If the second method is adopted, the credit balance on the vendor’s 
account is deducted from the debit balance on the asset account, and 
shown in the Balance Sheet as “ Assets in Course of Hire-Purchase, 
less Depreciation.” 
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The second method is recommended, and has been officially 
approved by the Inland Revenue in the case of the hire-purchase of 
railway wagons, the difference between the cash value and the total 
instalments payable being treated as hire and allowed in equal annual 
amounts spread over the term of the agreement, wear and tear being 
allowed on the cash value. {See Illustrations 4 and 5.) 

Purchases for Deferred Payments by Insttilments.-y-The entries 
in the books of the buyer may be similar to those detailed above in 
relation to hire-purchases, the second method being usually adopted. 
In the Balance Sheet, the credit balance on the vendor’s account 
appears on the liabilities side, and the debit balance on the asset account 
(less depreciation) on the assets side. 


Illustration 4. — The A. B. Carriage Company purchased on January 1, 
1932, from the Sunlight Motor Company one lorry on a hire-purchase 
agreement providing for the payment of five yearly instalments of 
£113 Qs. pd. each. The Sunlight Motor Company charges interest at 
5 %. Reference to an annuity table gives the present value of an annuity 
of £i for five years at 5 % as 4-329477. Depreciation is to be written off 
at 10 % pet annum. Show the accounts in the books of the Carriage 
Company. 

(The cash value of the motor is 115-398 X 4-329477 = £500.) 


The A. B. Carriage Company. 

JOURNAL. 

Da. ca. 


1932. 

Motor Lorry (Hire-Purcba^e Account) Dr. 

£ 

s. 

d. 

£ 

S. 

d. 

Dec. 3x 

go 

9 

9 





Hire Account (5 % on £500) Dr. 

To Sunlight Motor Co. 

Being first instalment payable under Hire-Purchase 
agreement dated January i, 1932, providing tor 5 
yearly instalments of 4115 9s. 9d. commencing 

25 

0 

0 

115 

9 

9 


December 31, 1933. Cash price jCsoo ; interest 
taken at 5 %. 







1933. 

Doc. 31 

Motor Lorry . . * . . . . Dr. 

95 

0 

3 





Hire Account (5 % on £409 los. 3d.) Dr. 

20 

g 

b 





To Sunlight Motor Co. 




XI5 

9 

9 

1934. 

Dec. 31 

Motor Lorry .. .. .. Dr. 

99 

15 






Hire Account {5 % on £3x4 los. od.) . . . . . . Dr, 

15 

14 

b 





To Sunlight Motor Co 




U5 

9 

9 

1935. 

-- 







Deo. 31 

Motor Lorry Dr. 

104 

15 

0 





Hire Account fs % on £214 14**. Qd.) Dr. 

10 

^4 

9 





To Sunliglit Motoi Co. . . 



IIS 

9 

9 

1936 

Dec. 31 

Motor Lorry Dr. 

109 

19 

9 





Hire Account (5 % on ^log 19s. qd.) .. .. .. Dr. 

5 

10 

0 





To Sunlight Motor Co 




II5 

9 

9 
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MOTOR LORRY. DEPRECIATION ACCOUNT. 


Dr. Cr. 



SUNLIGHT MOTOR COMPANY (HIRE-PURCHASE ACCOUNT). 



(And so on for five years.) 


The Hire Account is closed by transfer to Profit and Loss Account 
each year. The Depreciation Account has been shown separately for the 
sake of clarity, while the debit on Motor Lorry Account is increasing 
each year ; in future, depreciation may be credited to the Asset Account 
in the usual way, 


llhistranon s. — The H. F. Meat Company purchases two Motor Lorries 
from the Sunlight Motor Company on a hire-i2urchase agreement dated 
July 1, 1932, providing for twelve half-yearly instalments of £100. com- 
mencing December 31, 1932. The cash purchase price of the lorries is 
£ggS Ss., interest being computed at 6 %, with half-yearly rests. 
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Show the accounts of the H. F. Meat Company up to Decembei 31, 
1933, and the entries in the Balance Sheet as at that date. Write off 
depreciation at 10 % per annum. 


The H. F. Meat Company, 

BALANCE SHEET, DECEMBER 31, 193 . 3 - 

Assets. 

I s, d. 

Motor Lorries on Hire-Purchase at cash value . . 99S 8 o 

Less Depreciation 144 6 8 


£851 1 4 

Lefs Balance of Purchase price unpaid .. .. 778 13 3 


£ s. d. 


72 9 I 


The H. F. Meat Company. 

JOURNAL. 

Dk. Ctt. 



£ 



£ 

s. 

Motor Lorries {Hire*Purchase Account) . . . . Dr. 

To Sunlight Motor Co. . . 

Being present worth of r2 half-yearly instalment? of 
t’loo commencing December 31, 1932, payable under 
agreement dated July i, 1932. Interest at 6 % with 

995 

1 

1 

995 

8 







half-yearly rests. 


■ 

■ 




SUNLIGHT MOTOR COMPANY (HIRE-PURCHASE ACCOUNT). 


Dr. Cr. 


193a. 

To Cash 

£ 

s. 

d. 

1932. 


£ 

s. 

d. 

Dec. 3I 

lOO 

0 

0 

July I 

By Motor Lomes Account 

995 

8 

0 

» 31 

„ Balance carried down 

923 

5 

3 

DCC.31 

,, Interest Account f6 % 







for 6 months) . . . , 

29 

17 

3 


£ 

1,025 

5 

3 


£ 

1,025 

5 


1933. 

To Cash 




1933 - 





Tuae 20 

100 

0 

0 

Jan. I 

By Balance brought down 

925 

5 

3 

n 30 

„ Balance earned down 

853 

0 

5 

June30 

,, Interest Account (6 % 






for 6 months) . . . . 

R 7 

15 

3 



£953 

0 

5 



£953 

0 

5 

1933 - 
Dec. 31 

To Cash 

100 

0 

0 

1933 - 
July I 

By Balance brought down 

853 

0 

5 


,, Balance earned down 

778 

Z2 

3 

Dec.31 

„ Interest Account (6 % 






for 6 months) . . . . 

25 

II 

10 



£873 

12 

3 



£878 

12 

3 






I 934 ' 
Jan. X 

By Balance brought down 

I 778 

12 

3 






HIRE-PURCHASE ACCOUNTS 673 


MOTOR LORRIES (HIRE-PURCHASE ACCOUNT). 

Ur. Cr. 




£ 

'S 

d. 

1932 


£ 

5. 

d. 

July I 

To Sunlight Motor Co. . . 

995 

3 

0 

Dec .31 

By Depreciation (lo % on 









1^995 8s. od. foi 6 mos.) 

49 

131 

5 






.. 31 

„ Balance carried down 

9+5 

12| 

7 



£991 

3 

D 



rCQ95 

B 

0 

1933' 
Jan. I 

To Bal.ttice brought down 

945 

12 I 

7 

1933 - 

Dec.^^i 

By Depreciation (to % on 










£945 124. ) . . ■ . 

94 

II 

3 






31 

„ Balance carried down 

851 

1| 

4 



£945 

12 

7 



0 

12 

7 

Jan. I 

To Balance brought down 

8si 

1 

I 

1 

4 



1 

J 



EXAMINATION QUESTIONS. 

1 . Differentiate between Hire-Purciiase and Instalment Payment. {Central 
Association Accountant t.) 

2 . The Three Speed Motor Company, Ltd., sold a car (No. 3786) to 
Hugh Dickson on Hire-Purchase terms as follows ; Total purchase price of 
oar, £600, payable in ten quarterly (usual quarter-days) instalments of £60 
each. The cost price of the car to the Company was £430. 

State how the Company should record this transaction in their books, 
and illustrate your answer by two only of the Ledger Accounts you describe. 
{Royal Society Arts.) 

3 . What are the main features of Hire-Purchase agreements, and how 
would you show in the accounts the total amounts due under such agreements, 
and the various instalments payable from time to time thereunder? {Incor- 
porated Accountants.) 

4 . Explain what you understand by a Hire-Purchase agreement. Show 
how the books of a furniture dealer, selhng goods on the Hire-Purchase 
system, should be kept, and insert a few typical entries in the various books 
which you name. 

Show on what principles the Trading Account and Balance Sheet of a 
business of this kind should be constructed. (Incorporated Accountants.) 

5 . A colliery company hires 100 wagons on the deferred-purchase 
system over a term of seven years, the rent being payable by quarterly 
instalments of £200, with an addition for repairs of £2 per wagon per 
annum. Assuming the wagon company’s charge for interest on the cash 
price of the wagons to be 5 % per annum, make the Journal entries for the 
first year necessary to apportion the quarterly payments between Capital 
and Revenue. {Chartered Accountants.) 

6. A colliery company purchased on December 31, iP'., railway wagons 
for £1,000, payable £:oo down and the balance spread over three years by 
equal annual instalments plus 5 % interest on the balance outstanding. 
Depreciation at 10 % is written off by the colliery company. Show the 
entiies required in the books of the colliery company balancing the accounts 
annually. {Institute of Book-keepers {) 

7 . On March ist the B. S. Coal Company obtained wagons on the Hire- 
Purchase system. The price of the wagons was £1,150. Payment was to 

44 
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be made, as to £150 down and as to the balance at £aoo per year with s % 
interest. 

The B. S. Coal Company write off 10 % depreciation each year. 

Construct the necessary Ledger accounts in the books of the company, 
showing in detail the entries. {Incorporated Accountants) 

8. The Hard Coal Colliery Company, Ltd., agreed to purchase from the 
International Wagon Company, Ltd., 100 railway wagons, at the price of £so 
per wagon, paying for the same by half-yearly instalments of £300 such 
instalments to include interest on the unpaid purchase money at the rate of 
7% per annum. 

The date of the purchase was January ist, and' the first half-yearly 
instalment was due July ist. 

Write up the Hard Coal CoUiery Company’s Account in the Wagon 
Company’s books for three years, and also write up the Wagon Account in 
the Colliery Company’s books for the same period. {Chartered Accountants) 



Chapter XVII 
ROYALTY ACCOUNTS 

Definition. — Royalty is a money payment, in the nature of rent, made 
for the right to use, produce, or reproduce certain classes of property, 
e.g. patents, copyrights, mineral rights, etc., the legal ownership of 
which is vested in another. Thus, the owner of a patent is the patentee ; 
the owner of the copyright in a play, book, musical composition, oi 
work of art is the author or the artist ; the owner of ungotten minerals 
is the owner of the land on or beneath which the minerals lie. A 
patentee, copyright owner, land-owner, etc., may sell his proprietary 
rights outright ; or exploit them himself ; or concede the rights of 
exploitation to others. If he concedes the rights, the consideration 
usually takes the form of a royalty, i.e. of the payment of a definite 
sum of money for each article sold made according to the patent ; or 
for each copy of the play, book, musical composition, or other work of 
art reproduced and sold ; or for each ton, or other measure, of minerals 
won. From the owner’s point of view, royalties are income, after 
making provision for any capital expenditure incurred that may die 
with the patent, copyright, or other royalty-producing property. 
From the concessionaire’s point of view, money paid as royalty forms 
part of the manufacturing or producing expenses of the business, 
and should be charged to Manufacturing Account. Neither of these 
aspects offer any unusual book-keeping features, and need not be 
dealt with further. 

Coal-mining Royalties. — Owing to trade customs, these royalties 
entail special book-keeping records, and need particular mention. 
The ordinary book-keeping records of a colliery follow the usual lines. 
The coal won is weighed at the pit-head, and checked by the check- 
weigher (the miners’ representative). These weights are recorded in 
the Output Book, and, as the coal is sold, either in the Sales Book, or, 
where the sales are made under contract, in the Sales Contract Book. 
Both these books contain columns to record the output from different 
seams, or, if more than one pit is worked, from the different seams of 
each pit. To facilitate costing, wages are suitably analysed as between 
pit and surface workers. The Purchases Book is ruled to accommodate 
close analysis of materials purchased, e.g. pit-prop timber, weigh- 
bridges, lamps, oil, wagons, crutches, tools, railway dues, etc. 

Development Expenditure. — In the case of a new collery, the cost 

675 
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of development, i.e. of sinking shafts, cutting main roads, installing 
pumping and ventilating machinery, and erecting surface buildings 
with their machinery, is capitalised. When the production stage has 
been reached the method to be adopted for writing off the expenditure 
over a term of years must be carefully considered. This is sometimes 
done by creating a Sinking Fund based upon output. In many cases 
the question of providing out of revenue for capital sunk in develop- 
ment is ignored. In such event all dividends received must be regarded 
as including a modicum of capital. 

Mining Royalties.- -These are calculated in various ways. Usually, 
they are based upon an agreed rate per ton, e.g. 6d. per ton. But some- 
times the royalty varies for different seams ; a greater royalty being 
paid on coal won from a thick seam that may be easy to work, than from 
a thin seam that may be difficult to work. When paying royalty, the 
lessee should deduct income tax at the current rate. 

Minimum (Dead, or Fixed) Rent. — In order to ensure that the 
mineral value shall be adequately exploited, the majority of mining 
leases guarantee the lessor a fixed minimum rent, irrespective of the 
tonnage of coal won. This minimum, dead, or fixed rent merges 
into a royalty when the tonnage won is sufficiently large to cover the 
minimum, but it must be paid to the lessor whatever the tonnage won. 

Surface Compensation. — ^Mining leases frequently provide for 
payment of compensation to the owner of the land should damage be 
caused to the surface by subsidence, dumping of refuse, or other cause. 
If such claims are likely to materialise, provision must be made to 
meet them. Reserves made for the purpose are usually based upon 
output. 

Wayleaves. — These are charges or rents paid for the right to 
transport coal under or over land belonging to neighbouring land- 
owner-s. The charge or rent is generally fixed upon the basis of the 
tonnage of coal transported. 

Short-Workings (Shorts). — In the case of new collieries , the royalties 
during the first few years of mine development rarely reach the amount 
fixed as the minimum rent. The amount by which the royalty falls 
short of this rent is termed short-workings. Most mining leases include 
an “ average clause,” which gives the lessee the right for a limited 
period (three to seven years) to recover these short-workings out of 
royalties as soon as the royalties payable exceed in amount the minimum 
rent. Briefly put, the lessor receives either the minimum rent or 
the agreed royalties, whichever is the greater. The royalty account is 
charged with royalty on the coal actually won, and the amount of 
the short-workings is carried forward as expenditure paid in advance 
throughout the period during which such short-workings are recover- 
able. Justification for this treatment depends upon the terms of the 
lease, and the probability of winning a tonnage output the royalties 
on which will, within the time allowed for recoupment, exceed the 
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minimum rent. Should the royalties on the tonnage won within the 
period allowed for the recoupment of short-workings prove less than 
the minimum rent payable over that period, the balance of short- 
workings must be written off as irrecoverable. 

The entries during the periods in which the right to recoup short- 
workings exists may be summarised as follows 

(a) When the Royalty is less than the agreed minimum rent. 

Debit Royalty Account with the actual royalty earned ; 

Debit Short-workings Account with the deficiency ; 

Credit Lessor with the amount of the minimum rent. 

The Royalty Account is closed by transfer to the Profit and Loss 
Account ; the Lessor’s Account is closed fay payment of cash. The 
debit balance on Short-workings Account may be carried forward as 
a temporary asset if (i) the right to recoup these short-workings exists 
in the following year or years, and (2) if it is probable that the output 
in future will be large enough to enable the short-workings to be 
recouped. 

(h) When the Royalty exceeds the minmum rent, 

(1) If there is a debit balance on Short-workings Account, 

Debit Royalty Account with the actual royalty earned ; 

Credit the landlord with the minimum rent ; 

Credit Short-workings Account with the excess. 

(2) Where there are no short-workings to be recovered. 

Debit Royalty Account with the actual royalty p.iyable, and 

Credit the landlord with the same amount. 

It will be seen that, in any case, the Royalty Account is debited 
with the actual royalty payable on the coal “ gotten,” and closed by 
transfer to the Profit and Loss Account. Any amount brought forward 
from previous years on Short-workings Account, which is found to 
be irrecoverable, must be written-off to Profit and Loss Account as 
short- workings, and any amount by which the minimum rent exceeds 
the royalty in any year must, if no right exists to recoup it, be debited 
to that year’s Profit and Loss Account as short-workings. 

The following illustration should make the treatment clear. 

Illustration . — ^The lease of a colliery is granted upon the basis of a 
royalty of 6d. per ton on the coal won, subject to a minimum rent of £1,000 
per annum ; the tenant has the right to recoup short-workings during 
the first seven years of the lease, but not afterwards. The output in tons 
was as follows : — 1932, first year, 20,000 ; 1933, second year, 30,000 ; 

1934, third year, 40,000; 1935, fourth year, 48,000; 1936, fifth year, 
35,000; 1937, sixth year, 44,000; 1938, seventh year, 36,400; 1939, 
eighth year, 60,000. Ignore income tax. 
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Colliery Company. 


JOURNAL. 


Deo 31 Royalty Account .. Dr. 

Short-workinga Account , . » . . » Dr. 

To Landlord . . . . * . . • 

Being royalty of 6d. per ton on 20,000 tons raised and 
agreed minimum rent of £1,000. 

1933. Royalty Account .. •• Dr. 

Dec, 31 Short-workings Account • . Dr. j 

To Landlord 

Being royalty of 6d. per ton on 30,000 tons raised and 
agreed minimum rent of £1,000. 

1934* Royalty Account . . . . Dr. 1 

Deo. 31 To Landlord .. .. .. | 

Being royalty of 6d. per ton on 40,000 tons raised. : 

1935. Royalty Account .. •• Dr. j 

Dec. 31 To Landlord .. I 

,, Short-workings Account 

Being royalty of 6d, per ton on 48,000 tons raised. 
Minimum rent of £r,ooc, and short-workings re- 
covered £200. j 

1936. Royalty Account Dr. 1 

Dec. 31 Short-workings Account .. .. Dr. I 

To Landlord . . > • ' 

Being royalty of 6d. per ton on 35,ooo tons raised and 
agreed minimum rent of £x,ooo. 

1937. Royalty Account Dr. 

Dec, 31 To Landlord 

,, Short-workings Account .. 

Being royalty of 6d. per ton on 4.1,000 tons raised. 
Mimmum rent of £1,000, and short-workings re- 
covered £100. 

1938. Royalty Account .. Dr. 

Dec. 31 Short-workings Account Dr. 

To Landlord 

Being royalty of 6d. per ton on 36,400 tons raised and 
agreed minimum rent of £1,000. 

,, 31 Profit and Loss Account Dr, 

To Short-workings Account 

Being short-workings written off as irrecoverable. 

1939. Royally Account .. Dr. 

Deo. 3Z To I,andJord .. «. 

Being royalty of fid. per ton oa 60,000 tons raised. 



The Royalty Account is closed each year by transfer to the Profit , and 
Loss Account. The Landlord’s Account is closed by the payment of cash. 
The balance on Short-workings Account is carried forward each year till 
1938, when, the right of recoupment having ceased, the balance must be 
written off. 
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SHORT- WORKINGS ACCOUNT. Cb 


1932. 

1 


£ 

s. 

d. 

1Q33. 



£ 

s. 

d. 

Dec 31 

To Landlord . . 


500 

0 

0 

Dec. ai 

By Balance carried 





IQ33' 







dowD 


750! 

0 

0 

Dec. 31 

„ Landlord . . 


250 

^ a 

0 




1 

— 

— 






— 




£750 

0 

0 




£750 

0 

0 



















Jan. I 

To Balance brought 





Dec. 31 

By Landlord , . . . 


200 

0 

0 


down 


?50 

0 

0 


,, Balance c/d . . . . 


550 

0 

0 




£750 

0 

0 




£750 

0 

0 

1936. 



m as ■! 

a 

OSS 

1937. 



rr.Mriri 

I 7 UM 


Jaa, I 

To Balance b/d . . 


550 

0 

0 

Dec. 31 

By Landlord . . , . 


TOO 

0 

0 

Dec. 31 

,, Landlord , , 


125 

0 

0 


„ Balance c/d , . . , 


575 

0 

0 




£673 

0 

0 




£675 

0 

0 

1938. 



riuaj',-| 

tsoc* 

EM 

1938. 




» 

a 

Dec. 31 

To Balance b/d 


575 

0 

0 

Dec. 31 

By profit and Loss 






,, Landlord .. .. 


90 

0 

0 


Account . . . . ' 


665 

0 

0 




£l5(i5 

0 

0 




£665 

01 

o 


EXAMINATION QUESTIONS. 

1 . Explain the term “ Royalties ” as employed in connection with coal- 
mining, and describe the various bases upon which royalties are commonly 
calculated. (Royal Society Arts.) 

2 . Explain briefly, by means of pro-forma examples, how “ royalties ” 
and “ short- workings,” arising out of a mining lease, are dealt with in the 
books of the lessee of a colliery. (Royal Society Arts) 

3 . The Coaley Colliery Company, Ltd., pay a royalty to a ground land- 
lord of gd. per ton of coal raised, with a minimum of £i,aoo per annum, with 
power to recoup short- workings. In the first year they raised 20,000 tons ; 
in the second year, 30,000 tons; in the third year, 44,000 tons. How would 
you deal with these items year by year in the Profit and Loss Accounts and 
Balance Sheets of the Company ? (Lancashire a 7 id Cheshire Institutes) 

4 . The Coal Mine Company, Ltd., took a lease of a colliery from G. Risch 
for gg years from September zgth, at a ground rent of £50 a year, payable 
half-yearly, and a royalty of 6d. per ton. with a minimum royalty of £80 a 
year, payable half-yearly. During the first year the Company raised 2,500 
tons, and during the second year ended September zgth, 4,000 tons. The 
several amounts to G. Risch were paid twenty-one days after becoming due. 
Write up both Personal and Nominal Accounts, and balance them at the 
end of each year. (Chartered Accountants.) 

5 . A and B, colliery proprietors, take a 21 years’ lease at a dead rent 
of £600 per annum, merging into a royalty of is. a ton. The dead 
rents are recoverable out of royalties paid within five years. 800 tons were 
raised the first year, 4,600 the second year, and 75,000 the third year. 
100 colliery wagons were purchased on the hire-purchase system, by which 
the wagons, at the end of ten years, became their absolute property in con- 
sideration of 15s. a month for each wagon. It was assumed by the firm 
that each wagon would be worth £40 at the end of the ten years. Show 
the Ledger accounts for Dead Rents, Royalties, Purchase of Wagons for 
the first three years. (Chartered Accountants) 

6. The United Coat Company, Ltd., are granted a lease of zi years at 
a minimum rent of £4,000 per annum merging into a royalty rent of 6d. per 
ton of coal raised. During the first year the output was go,ooo tons ; during 
the second year the output was 160,000 tons ; and during the third year the 
output was 250,000 tons. Make the necessary Journal Entries and write up the 
Personal and Nominal Ledger Accounts affected. (Incorporated Accountants.) 





Chapter XVIII 
INSOLVENCY 

[Note. — ^The abbreviation R.O. used in this chapter = Receiving Order ; 
O.R. == Official Receiver ; C. of I. = Committee of Inspection ; 
D. of A. == Deed(s) of Arrangement ; B.R. = Bankruptcy Rules, 
1915-1926, The references are to the Bankruptcy Act, 1914, unless 
otherwise stated.] 

It is necessary at the outset to distinguish between Insolvency and 
Bankruptcy. Insolvency is the state of a debtor who is unable to pay 
his debts as they fall due ; Bankruptcy occurs when the affairs of the 
insolvent debtor have been brought to the knowledge of the Court, 
and he has been adjudged bankrupt by the Court, under the Bank- 
ruptcy laws. Many insolvent persons never reach the stage of bank- 
ruptcy. They compound with their creditors under Deeds of Arrange- 
ment, as explained below, and so escape the stigma of bankruptcy 
proceedings. Nevertheless, such persons are frequently, but 
incorrectly, referred to as bankrupts. 

There are degrees of insolvehcy. An insolvent person, hampered 
only by a small deficiency of assets, might continue to trade and incur 
fresh debts ; and, if success should attend him, might succeed in 
regaining his solvency. But, generally speaking, it is not in tlie 
interests of the trading conununity that insolvent persons should 
continue to add to their liabilities in the, usually, vain hope of 
recovering their position. Commonly, the insolvent person needs to 
be protected from himself ; his assets must be safeguarded so that his 
creditors shall receive their pro rata share of them ; and, when he has 
satisfied his creditors to his utmost capacity, it is but fair that he should 
be freed from further liability in respect of his past trading, in order 
that he may be able to make a fresh start. These are the humane 
and just objects that the Bankruptcy Act, 1914, The Bankruptcy 
{Amendment) Act, 1926, and the Bankruptcy Rides, 1915-1926, which 
now govern all proceedings in bankruptcy, are designed to secure. 

Who may be made Bankrupt. — Any adult person who has com- 
mitted an Act of Bankruptcy within three months of the date of the 
petition, and whose debt or debts to the petitioning creditor or 
creditors amount to ^50 may be made a bankrupt. It is doubtful if 
an infant can be made bankrupt, but perhaps he can after he has 
attained his majority, if the debts were contracted for “ necessaries." 

«80 
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Foreigners. — An alien debtor may be made bankrupt if he is subject 
to English bankruptcy jurisdiction, and has committed an act of 
bankruptcy here. 

^Married Women. — Every married woman who carries on a trade 
or business, whether separately from her husband or not, is subject 
to the bankruptcy laws as if she were a single woman. 

Lunatics. — Persons of unsound mind can apparently be made 
bankrupt only with consent of the Court in Lunacy, or on an act of 
bankruptcy committed while sane. 

Convicts. — These may be made bankrupt. 

Bankruptcy Petition. — Proceedings are begun by the presentation 
to the Court of a petition * asking for a Receiving Order. This may be 
done either by the debtor or by a creditor or creditors. If the debtor 
himself petitions, he must allege inability to pay his debts, and the 
Court will then immediately make the Order. Usually the petition is 
presented by one or more creditors, whose debt, or combined debts, 
amount to the sum of £50, and then the petition must show that the 
debtor has committed an act of bankruptcy within three months of 
the presentation of the petition. A sealed copy of the petition must 
be served on the debtor not less than eight days before the day fixed 
for hearing the petition. The granting of a R.O. does not make the 
debtor a bankrupt, but it protects his property by placing it under the 
control of an officer of the Court, termed the Official Receiver. 

Acts of Bankruptcy. — ^An act of bankruptcy is an act, or default, 
of a debtor, deemed by the Court to be evidence of insolvency, any 
one of which, committed by a debtor, entitles a creditor to present 
a petition in bankruptcy against the debtor. Briefly stated, they are, 
by S. I (i), as follows ; — 

(i) If the debtor makes a conveyance or assignment of his 
property to a trustee or trustees for the benefit of his creditors 
generally. 

(a) If he makes a fraudulent conveyance, gift, delivery, or 
transfer of his property or of any part thereof. 

(3) If, being under no pressure so to do, he, with the intention of 
giving a creditor, or any surety or guarantor for the debt due to 
such creditor, a preference over the other creditors, makes any 
conveyance or transfer of his property or any part thereof, which in 
law would be void as a fraudulent preference if he were adjudged 
bankrupt. 

(4) If, with intent to defeat or delay his creditors, he does any 
of the following things : — 

* Upon the presentation of a Petition with the Official Receiver, the 
debtor must deposit £s- K a creditor petitions, he must deposit £7 los., 
and such further sum as the Court may direct to cover fees and expenses. 
{Bankruptcy Rules, 1926.) 
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(a) Departs out of England, or, 

(l>) Being out of England, remains out of England, or 
(c) Departs from Ms dwelling-house, or otherwise absents 
himself ; or begins to keep house. 

(5) If execution against him has been levied by seizure of his 
goods under process in an action in any Court, or in any civil 
proceeding in the High Court, and the goods have been either sold 
or held by the sheriff for twenty-one days. 

(6) If he files a declaration of his inability to pay his debts, 
or presents a bankruptcy petition against himself. 

(7) If a creditor entitled to enforce a final judgment for any 
amount against the debtor serves on him a Bankruptcy Notice, and 
the debtor does not within seven days comply with the requirements 
of the notice. 

(8) If the debtor gives notice to any of his creditors that he has 
suspended, or that he is about to suspend, payment of his debts. 

Receiving Order. — If the petition is presented by a creditor, it 
must be verified by affidavit. At the hearing, the Court requires proof 
of the petitioning creditor’s debt, evidence of the service of the petition, 
and proof of the commission of the act of bankruptcy. If the Court 
is satisfied on these points, it may make a R.O. 

When the R.O. is made, the O.R. becomes the receiver of the 
debtor’s property, and all actions against the debtor’s person or 
property in respect of any debt provable in the bankruptcy are pro- 
hibited, except by leave of the Court, and on such terms as the Court 
may impose. The R.O. must be advertised in the Gazette, and in one 
local paper. The debtor is not yet a bankrupt. Before the Court 
will make an Adjudication Order declaring the debtor bankrupt, the 
debtor has to suWit to the O.R., in duplicate, a Statement of Affairs 
as at the date of the R.O., attend the First Meeting of his creditors, 
and submit to his Public Examination. 

Statement of Affairs. — After the R.O. is made, the debtor inust 
make out and submit to the O.R. a Statement of Affairs, in the pre- 
scribed form. If the R.O. was made on the debtor’s own petition, 
the statement must be submitted within three days of the date of the 
R.O., if on a creditor’s petition, then within seven days of its date. If 
necessary, the debtor may obtain professional assistance in preparing 
this statement. Non-disclosure of any property by the debtor is a 
misdemeanour. 

The official Statement of Affairs in bankruptcy consists of the 
following forms : — 

(i) The “ Front Sheet," which is a statement in summary 
form showing the debtor’s estimate of his property and liabilities. 
The property is not shown at book values, or the values to the 
business as a going concern as in a Balance Sheet, but at the esti- 
mated realisable, or break-up values. The object of this statement 
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is to estimate the amount available to meet the claims of unsecured 
creditors after paying off the preferential and secured creditors. 
Fully secured creditors holding property of the debtor may ignore 
the bankruptcy and rely on their security to satisfy their claims. 
Creditors but partly secured rank as unsecured creditors for the 
balance of their claims. The balance of this Statement will show 
either a deficiency or a surplus. 

(2) Forms giving details of the totals shown in the summary 
Statement of Affairs : List A, Unsecured Creditors ; B, Creditors 
Fully Secured ; C, Creditors Partly Secured ; D, Liability of 
Debtor on Bills Discounted other than his own acceptances for 
value ; E, Contingent or other liabilities ; F, Creditors for Rent, 
etc., recoverable by distress ; G, Preferential Creditors for Rates, 
Taxes, and Wages ; H, Property ; I, Debts due to the Estate ; 
J, Bills of Exchange, Promissory Notes, etc,, available as assets ; 
L, In substitution for such of Sheets A to J as will have to be 
returned blank, 

(3) The Deficiency (or Surplus) Account (List K). This 
explains how the deficiency (or surplus) shown in the Statement of 
Affairs arose. It is practically a Capital Account of the Debtor, and 
starts with the opening Capital (or Deficiency) at a date twelve months 
before the date of the R.O., or from such other date as the O.R. may 
fix. The net profit from the business and any other income during 
the period is also shown. Against this is set-off business losses 
(including the amounts written off assets brought into the Statement 
of Affairs below cost or book value), and expenses, other than trade 
expenses, such as household expenses. The balance of the account 
shows the deficiency (or surplus) as per the Statement of Affairs. 

Preferential Creditors. — Certain unsecured debts are payable in 
priority to other unsecured debts ; and as amongst themselves certain 
of these preferential debts have a pre-preference. 

Preferential Debts with Pre-Preference. 

(a) Money or property belonging to a Trustee Savings Bank 
which has come into the possession of a bankrupt official of the bank 
by virtue of his office (Savings Bank Act, 1863, S. 14). 

(b) Money or property belonging to a Friendly Society held 
by a bankrupt official of the Society (Friendly Societies Act, 1896, 
S. 3 S)- 

(c) Where the estate of a deceased insolvent is being adminis- 
tered according to the laws of bankmptcy, the funeral and testa- 
mentary expenses incurred on behalf of the deceased by his legal 
personal representative (S. 130 (6) ). 

(d) The expenses of a Trustee under a D. of A. that has been 
avoided by bankruptcy, so far as they were incurred in carrying out 
the duties imposed by the D. of A. Act, 1914. 

Preferential Debts. — By SS. 33 and 34, the following debts are 
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paid after the costs of the bankruptcy have been defrayed and before 
other unsecured debts. 

(e) All parochial or other local rates due from the bankrupt 
at the date of the R.O., and having become due and payable within 
twelve months next before that time, and all assessed taxes, land tax, 
property or income tax, assessed on the bankrupt up to the 5th day of 
April next before the date of the R.O., and not exceeding in the whole 
one year’s assessment. If more than one year’s taxes are due, the 
Revenue Authorities may select any one year as preferential, and rank 
as unsecured for the balance. Income Tax deducted from interest, 
etc., not payable or not wholly payable out of profits or gains brought 
into charge {Rule 21, General Rule, Income Tax Act, 1918), and not 
handed over to the Revenue at the date of the R.O., can now be 
assessed under S. a6 Finance Act, 1937, and so made preferential. 

(/) All wages or salary of any clerk or servant in respect of 
services rendered to the bankrupt during four months before the 
date of the R.O., not exceeding ^50, whether or not earned wholly 
or in part by way of commission. 

(g) All wages of any labourer or workman not exceeding £2$, 
in respect of services rendered to the bankrupt during two months 
before the date of the R.O. Provided that, where any agricul- 
tural labourer has entered into a contract for the payment of a portion 
of his wages in a lump sum at the end of the year of hiring, the 
priority shall extend to the whole of such sum, or a part thereof, as 
the Court may decide to be due under the contract, proportionate 
to the time of service up to the date of the R.O. 

{h) All amounts due in respect of compensation under the 
Workmen’s Compensation Acts, the liability wherefor accrued 
before the date of the R.O., if the bankrupt is not insured. The 
limit of liability, formerly fixed at ^£100, no longer applies (Work- 
men’s Compensation Act, 1923, S. 19). Where the bankrupt is 
insured the employers’ rights against the insurance company are 
transferred to the workman. 

(i) All contributions payable by the bankrupt under the Health, 
and Unemployment Insurance Acts in respect of employed persons 

' during the twelve months before the date of the R.O. 

(j) Such proportion of the premium paid by or on behalf of 
an apprentice or articled clerk as the trustee (or, on appeal, the 
Court) thinks fit, having regard to the unexpired period of 
service. 

Rent. — The landlord is not a preferential creditor, but his claim 
is usually settled with the preferential debts owing to his power of 
distress. He can distrain upon the goods or effects of the bankrupt, 
for the rent due to him from the bankrupt, at any time before or after 
the commencement of the bankruptcy ; but if he distrains after the 
commencement he can only recover six months’ rent accrued due 
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prior to the adjudication order. He ranks as an unsecured creditor 
ior the balance. 

Public Examination.- — As soon as possible after the debtor has 
submitted his Statement of Affairs he is publicly examined in open 
Court, as to his conduct, dealings, and property. Any creditor who 
has tendered proof of his debt may question the debtor concerning 
his affairs and the causes of his failure. 

First Meeting of Creditors.— The O.R. must, having given six 
clear days’ notice in the Gazette and in a local' paper, call a first meeting 
of creditors to be held not less than fourteen days after the date of 
the R.O., unless the Court appoints a later day. The O.R. sends to 
each creditor, mentioned in the Statement of Affairs, notice of the 
time and place of the meeting, and a copy of the summary statement 
of affairs — the “ front sheet,” together with his observations thereon. 
Forms for proof of debts, and proxies, and a copy of the scheme of 
composition or arrangement, if any is proposed by the debtor, are also 
sent to the Creditors. 

The debtor must attend the meeting and answer questions put to 
him. The O.R. or his nominee acts as chairman. The main business 
of the meeting, after obtaining any information and explanations 
required from the debtor, is to decide whether the scheme of compo- 
sition (if any) proposed by the debtor shall be accepted. In order to 
be binding, such a scheme must receive the assent of a majority in 
number representing three-fourths in value of all the creditors who 
have proved their debts, and must afterwards be sanctioned by the 
Court. Creditors may assent to, or dissent from, the scheme by 
means of a Voting Letter, which must reach the O.R. the day before 
the meeting. If no scheme is proposed, or if the scheme proposed is 
rejected, the creditors then decide whether the debtor shall be 
adjudicated bankrupt. If they so decide, they may then appoint a 
Trustee and a Committee of Inspection. This business is transacted by 
Ordinary Resolution, i.e. a resolution passed by a simple majority in 
value of the creditors present personally or by proxy at a meeting of 
creditors, and voting on the resolution. A Special Resolution is one 
decided by a majority in number and representing three-fourths in 
value of the creditors present personally or by proxy at a meeting of 
creditors, and voting on the resolution. Special resolutions are neces- 
sary (a) to remove a Special Manager ; (^>) to make an allowance in 
kind to the bankrupt ; (c) to resolve that some person other than the 
O.R. shall, in the case of a small bankruptcy, be appointed Trustee. 

Small Bankruptcies. — These are bankruptcies where the assets are 
not likely to exceed ^£300. The O.R. acts as Tmstee, except as above 
mentioned. In these bankruptcies, there is no C. of I., advertisements 
are dispensed with, and the estate is wound up in a summary manner. 

Adjudication Order. — ^Where the creditors pass a resolution that 
the debtor shall be made bankrupt ; or pass no resolution ; or do not 
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meet ; or where a scheme is proposed, but is not approved within 
fourteen days of the conclusion of the public examination, or within 
such further time as the Court may allow ; the Court will adjudge the 
debtor bankrupt. Thereupon the bankrupt’s property vests in the 
Trustee and becomes divisible among the creditors. Adjudication 
Orders are advertised in the Gazette and in a local paper. Until a 
Trustee is appointed the property vests in the O.R. The adjudication 
order may be annulled if a Scheme of Arrangement or Composition is 
subsequently approved ; ‘ or if the Court should afterwards decide 
that the debtor should not have been made bankrupt, and no offences 
against the bankruptcy laws are proved against him ; or if the debts are 
paid in full. The commencement of the bankruptcy dates back to the 
date of the act of bankruptcy upon which the petition was founded, 
or to any previous act of bankruptcy which the trustee can prove to 
have been committed by the debtor within three months of the date on 
which the petition was presented. This doctririe of the “ relation 
back ” of the bankruptcy to the first available act of bankruptcy is 
often of the greatest assistance to the Trustee in enabling him to trace 
and attach the bankrupt’s property. 

Taking Possession of the Property. — As soon as the Trustee 
obtains his certificate of appointment, he proceeds to take possession 
of the bankrupt’s property. The only property exempted is : — 

(a) Property held by the bankrupt on trust for any other person ; 

{b) Trade tools, wearing apparel and bedding to a value not 
exceeding £20 in all (S. 38). Further : 

(c) Property of the debtor the ownership of which, in the event 
of the debtor’s bankruptcy, passes to others. But no one can settle 
his own property upon himself, so as to pass the property to others 
in the event of his bankruptcy. 

(d) The benefit of contracts that can only be carried out by the 
personal skill of the bankrupt, e.g. contracts entered into by an 
actor, but to no greater extent than is reasonably sufficient to main- 
tain the bankrupt and his family. These personal earnings may 
include commission earned by the bankrupt, but not the profits of 
a business, no matter how great the personal skill required for its 
conduct, e.g. dentistry. 

(e) Where the bankrupt is a benefited clergyman, an officer in 
the army or navy, or a civil servant, so much of the stipend as the 
bishop of the diocese, or the Court, with the consent of the chief 
officer of the department under which the stipend is enjoyed, as the 
case may be, shall reserve to the bankrupt (SS. 50 and 51 [i]). 

(/) Where the bankrupt is in receipt of a salary or income other 
than mentioned in (e) above, or is entitled to any half-pay, or pension, 
or, to any compensation granted by the Treasury, so much of this 
income as the Court may permit him to retain (S. 51 [2]). 

Upon proof of his appointment, the Trustee becomes possessed 
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of any stocks or shares held by the bankrupt, and can sell and transfer 
them. If the shares are not fully paid, the Trustee can disclaim 
them, and should do so if it is to the benefit of the estate, in ■which 
case the company can prove for any outstanding or future calls. 

Property Divisible. — The property of the bankrupt ditdsible 
amongst the creditors is described by Section 38 as comprising : — 

(fl) All such property as may belong to or be vested in the 
bankrupt at the commencement of the bankruptcy, and all property 
that may be acquired by or devolve on him before his dischaige ; 
and the capacity to take proceedings for exercising all such powers 
in or over or in respect of property as might have been exercised 
by the bankrupt for his own benefit at the commencement of his 
bankruptcy or before his discharge, except the right of nomination to 
a vacant ecclesiastical benefice. 

Property acquired by or devolving upon a bankrupt after the com- 
mencement of his bankruptcy is known as “ After Acquired Property.” 

(6) All goods being, at the commencement of the bankruptcy, 
in the possession, order, or disposition of the bankrupt, in his trade 
or business, by the consent and permission of the true owner, under 
such circumstances that he is the reputed owner thereof, provided 
that things in action other than debts due or growing due to the 
bankrupt in the course of his trade or business shall not be deemed 
goods within the meaning of this section. 

Committee of Inspection. — ^The creditors may, at their first or 
subsequent meeting, by resolution, appoint a C. of I. to superintend 
the administration of the estate by the Trustee. The Committee 
must consist of not less than three or more than five creditors who have 
proved their debts, or persons holding a general proxy or general 
power of attorney from such creditors. The C. of I. meets at such 
times as it may appoint, and, failing appointment, at least once a 
month. The Committee acts by a majority of its members. The 
Trustee must have regard to the Committee’s instructions, and certain 
acts can only be done with the Committee’s sanction. A member of 
the C. of I. may be removed by an ordinary resolution of the creditors. 
Where there is no Committee, the O.R. carries out its duties, subject 
to the direction of the Board of Trade. Members of the C. of I. are 
entitled to their expenses, but not to remuneration for their services, 
except by sanction of the Court. No member may, without leave of 
the Court, purchase any part of the debtor’s estate, or, where the 
trustee is carrying on the debtor’s business, derive any profit from 
supplying goods to the Trustee. 

Proof of Debts.— As soon as possible after the R.O., creditors must 
prove their debts by lodging with the O.R., or the Tmstee, an affidavit 
made personally or by their authorised agent. Proofs for claims 
exceeding ,£2, other than for workers’ wages, or Crown debts, must bear 
a IS. 6d. Bankruptcy Stamp, or a postal order for that sum must be 
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sent to the O.R. or the Trustee. A single proof may be made by the 
debtor, or foreman, or other person on behalf of the workmen, for 
the total claim in respect of wages owing. Proofs of debt must be 
admitted or rejected by the Trustee within twenty-eight days of receipt, 
but where the O.R. , or the Trustee, has given notice of his intention to 
declare a dividend, then within fourteen days of the date mentioned 
in the notice as the latest date by which proofs must be lodged. 

Debts Provable in Bankruptcy. — All debts and liabilities, present 
or future, certain or contingent, to which the debtor is subject at the 
date of the R.O., or to which he may become subject before his dis- 
charge by reason of any obligation incurred before the date of the R.O., 
shall be deemed to be debts provable in bankruptcy (S. 30 [3]). 

Debts not Provable. — The following are not provable in 
bankruptcy : — 

(а) Demands in the nature of unliquidated damages arising 
otherwise than by reason of a contract, promise, or breach of trust. 

(б) Debts or liabilities contracted by the debtor with any person 
who had notice prior to the contraction of the debt that the debtor 
had committed an available act of bankruptcy. 

(c) Debts or liabilities, the value of which are, in the opinion of 
the Court, incapable of being fairly estimated (S. 30 [i], [2], and [6]). 

Deferred Debts. — Certain debts, detailed on p . 683 , are preferential ; 
other debts are deferred, i.e. they do not rank for payment until the 
ordinary unsecured creditors have been paid in full. The following 
are deferred debts ; — 

(a) Money lent under a written contract, signed by, or on behalf 
of, all the parties thereto, to a person engaged, or about to engage, 
in business, whereby the lender receives a share of the profits of 
the business in lieu of interest, or a rate of interest dependent upon 
the profits. Any security is not affected {Partnership Act, 1890, 
S. 3 [3]). 

{b) A share of the profits of a business, whether by way of 
annuity or otherwise, due to a vendor as consideration for the sale 
by him of the goodwill of the business. Any security is unaffected 
{Partnership Act, 1890, S. 2 [3 (e)]). 

(c) Money or other estate lent or entrusted by a husband to his 
wife for the purposes of her trade or business (S. 36 [i]). 

{d) Money or other estate lent or entrusted by a wife to her 
husband for the purpose of any trade or business carried on by 
him or otherwise (S. 36 [2]). 

(e) Money or property contributed by limited partners under 
a limited partnership agreement are postponed to the claims of the 
ordinary creditors of the partnership {Limited Partnership {Winding 
Up) Rules, 1909, 4 [4]). 

(/) Claims of trustees of a marriage settlement in which the 
settler covenants for future payments of money, or future settle- 
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ments of property in which he had, at the tinre of making the 
settlement, no estate or interest (S. 43 [2]). 

Secured Creditors. — By Rule 5 of the second Schedule to the Act 
of 1914, every creditor is required to state in his affidavit of proof 
whether he is or is not a secured creditor. By the Bankruptcy [Amend- 
ment) Act, 1926, S. II, a creditor who omits to state that he is secured 
shall surrender his security, unless the Court allows him to amend his 
affidavit on such terms as to repayment of any dividends or otherwise 
as the Court may consider just. 

A secured creditor is one who holds a mortgage, charge, or lien 
on any property of the bankrupt as security for the debt due to him. 
Such a creditor may ignore the bankruptcy altogether and realise the 
security, accounting to the Trustee for any surplus remaining after 
recovery of the amount of the debt with interest and the expense of 
realising the security. Or he may adopt one of the three courses 
following : — 

(a) Surrender his security and prove for the whole debt. 

(b) Realise his security and prove for any balance that remains 
undischarged. 

(c) Estimate the value of his security and prove for the balance. 

If the creditor adopts the last-mentioned course, (c) above, the 

Trustee may redeem the security at the creditor’s valuation ; or, if 
he is dissatisfied with the valuation, require the property to be sold, in 
which case the creditor can prove for any balance remaining after 
crediting the proceeds of sale. A secured creditor may at any time, 
by notice in writing, require the Trustee to elect whether he will or 
will not exercise his right to redeem the security, or to require the 
property to be sold, and if the Trustee does not within six months of 
the receipt of the notice signify to the creditor, in writing, that he will 
exercise either right, then the property vests in the creditor at the 
estimated value that he has placed upon it. 

If the security rests upon the estate of a third person, e.g. a guaran- 
tor, or is held on a separate estate against a joint debt, the security 
need not be valued, and the creditor may prove for the whole debt. 

Execution Creditors. — A creditor who has obtained judgment 
against a debtor may enforce the judgment by levying execution on the 
land or goods of the debtor, or by attaching debts due to the debtor. 
No such execution or attachment is valid against the 0 ,R. or the 
Trustee unless it is completed before the date of the R, 0 ,, and before 
the judgment creditor has had notice of the commission by the debtor 
of an available act of bankruptcy, or that a bankruptcy petition has 
been presented by the debtor, or by his creditor or creditors. 

Partnership. — Firms, like individuals, are subject to the bankruptcy 
laws, but limited companies are not. Limited companies are wound 
up under the Companies Act, 1929, and the Companies (Wifiding-up) 
Rules, 1929. A petition may be presented, and a R.O. be made against 

45 
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a firm in the firm name, but the adjudication order is made against 
each partner separately. The partners must prepare a statement 
of affairs for tlie partnership, and each partner must prepare a 
statement of his separate affairs. There is a joint estate of the 
partnership assets primarily liable for the firm’s debts, and the 
separate estate of each partner primarily liable for each partner’s 
separate debts. The joint partnership estate is first applied in payment 
of the joint partnership debts, and each partner’s separate estate is 
first applied in payment of his separate debts. Any surplus on a 
partner’s separate estate goes into the joint estate, if there is a deficiency 
on the joint estate, but the intention to transfer such a surplus must 
first be advertised in the Gazette. Should there be a surplus on the 
joint estate, it is divided among the separate estates in proportion to 
the right and interest of each partner in the joint estate. Where a 
R.O. is made against a firm, both tlie joint and separate creditors are 
summoned to the first meeting of creditors. The trustee appointed 
by the joint creditors acts also as Trustee for the separate estates. 

The bankruptcy of one partner of a firm does not necessarily involve 
the bankruptcy of the firm, but, in the absence of any agreement to 
the contrary, it dissolves the partnership. 

Discharge of Bankrupt. — On conclusion of his public examination, 
a bankrupt may apply for an order of discharge from bankruptcy. 
The O.R. gives notice to every creditor of such an application. The 
Court may at its discretion grant, refuse, or suspend the order, or it 
may impose conditions prior to granting the order, such as that the 
bankrupt shall consent to judgment for a fixed amount, the judgment 
to be satisfied out of the after-acquired property of the bankrupt. 

If the bankrupt has been guilty of felony, or any misdemeanour, 
as specified in SS. 154-158, that will constitute grounds for refusal. 
The order may also be refused, or, if not refused, may be suspended, 
where the bankrupt is shown to have failed to keep proper books, or 
to have continued to trade knowing himself to be insolvent, or to 
have contributed to his bankruptcy by rash speculation, or unjustifiable 
extravagance in living, or gambling, or culpable neglect of his business, 
or where any of the other facts specified in SS. 26 (3) and S. 27 have 
been proved against him. 

Under the Act of 1914, the failure to keep proper books of account 
might entail the refusal, or the suspension of the order of discharge, 
or the grant of it only upon terms. It did not amount to a mis- 
demeanour, which may entail not only refusal of the order of discharge, 
but prosecution as well, unless the bankinipt had previously been 
adjudged bankrupt, or had previously made a composition or arrange- 
ment with his creditors. Now, by the Bankruptcy {Amendment) 
Act, 1926, a person who for the first time becomes bankrupt, or in 
respect of whose estate a R.O, has been made will, after the i6th 
June, 1928, be guilty of a misdemeanour if, having been engaged in 
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any trade or business during any period in the two years immediately 
preceding the date of the presentation of the bankruptcy petition, he 
has not kept proper books throughout that period and throughout 
any further period in which he was so engaged between the date of 
the presentation of the petition and the date of the R.O., or has not 
preserved all books of account so kept. The only escape from penalty 
will be proof that the omission to keep proper books is honest and 
excusable in the circumstances in which he traded, or w'here, in the 
case of a first R.O., the unsecured liabilities do not exceed £ 500 , and 
in any other case £100. 

The new Act further provides that, except in respect of retail sales 
made to the actual consumer, proper accounts must be kept of all 
sales and purchases with sufficient detail of buyers and sellers to enable 
the goods and the buyers and sellers thereof to be identified. This 
is an attempt to prevent “ long-firm ” frauds. The Act gives the Court 
unfettered freedom regarding the period during which a bankrupt’s 
discharge may be suspended. 

Undischarged Banlcrupt. — It is important that a bankrupt should 
obtain his discharge. 

Where an undischarged bankrupt either alone or jointly with any 
other person obtains credit to the extent of £10 or upwards from any 
person without informing that person that he is an undischarged 
bankrupt ; or engages in any trade or business under a name other 
than that under which he was adjudicated bankrupt without disclosing 
to all persons with whom he enters into any business transaction the 
name under which he was adjudicated bankrupt : he shall be guilty 
of a misdemeanour (S. 155). 

Official Forms. — The prescribed forms which the debtor must em- 
ploy when submitting his Statement of Affairs are shown on pp. 692-699. 

Illustration. — From the following particulars prepare the Statement of 
Affairs and the Deficiency Account of S. P. Endthrift. The Deficiency 
Account is to start at the commencement of business. The R.O. was 
dated December 31, 1933. 

Business Balances, December 31, 1933 : — 

Capital Account, ^^635 ; Trade Creditors, £z,s6o ; Expenses, £140 ; 
Rent (one year), £300; Loan on Security of Freehold House, £1,000; 
Bank Overdraft, £200 ; Bills Payable, £1,000 ; Liability on Bills Dis- 
counted, £1,500 (Estimated to rank, £350); Income Tax due, 1931-1932, 
£200, 1932-1933, £50 ; Rates (six months), £55 ; Wages of Worltmen — 
Brown (six weelcs), £36, Jones (four weeks), £24; Salary of Clerk (three 
months), £60; Cash in hand, £so ; Bills Receivable, £190 (Estimated 
to produce £150); Freehold House, £1,30°; Stock at Cost, £2,000 
(Valued at £1,200) ; Trade Fixtures at Cost, £300 (Valued at £100) ; 
Debtors : — Good, £810, Doubtful, £400 (Estimated to produce 25 %), 
Bad, £1,010. 

Private Assets and Liabilities : — Household Furniture, £480 ; House- 
hold Debts, £90 ; Life Policy for £2,000, Surrender Value, £150, held by 
Bank as security for overdraft. 

The business was commenced on January i, 1931, with a Capital of 
£3,000. Profit for 1931, £506; Loss for 1932, £292; Loss for 1933, 
£779. Drawings were £600 per annum. (Solution, pp. 700-1.) 
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Liabiiities on bills discounted other than debtor’s own <m) Other property, viz. :— 

acceptances for value as per List D, viz. : — Total as per List H 
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Before me, J 

* Sheet L should be substituted for any one or more of such of the sheets named as will have to be returned blank, 
f Strike out words which do not apply. 





No. 34- B— CREDITORS FULLY SECURED 
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Dated 19. 



No. 34. D.— LIABILITIES OF DEBTOR ON BILLS DISCOUNTED OTHER THAN HIS 



Signature 











CREDITORS FOR RENT, ETC., RECOVERABLE BY DISTRESS 
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No such claim should be included in Sheet A. 



J— BILLS OF EXCHANGE. PROMISSORY NOTES, Etc., AVAILABLE AS ASSETS. 
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The Trustee. 

Appointment. — After the debtor has been adjudicated bankrupt, 
the O.R. acts as Trustee until some other person is appointed so to 
net. Any person may be appointed by the creditors by ordinary 
resolution, or they may leave the appointment to the C. of I. The Board 
of Trade may object to the person appointed if his connection with the 
debtor, or any creditor, or his personal interest in the debtor’s estate 
would make it difficult for him to act impartially ; or if he has previously 
been removed from a trusteeship for misconduct ; or if his appoint- 
ment was irregular. Should the creditors fail to appoint a Trustee, 
the Board of Trade may do so, but the creditors or the C. of I. may, at 
any time, substitute their own for the Board’s nominee. The Trustee’s 
appointment must be gazetted and advertised in a local paper. A 
Trustee is required to give such security as the Board of Trade may 
require, and with the creditors’ consent the premium on the guarantee 
bond may be charged against the estate. The amount of the bond 
may be reduced from time to time with the consent of the Board 
of Trade. 

Duties. — ^The Trustee’s duties are to take possession of the debtor’s 
property, realise it, and apply the proceeds in paying (a) the costs of 
the bankruptcy, including his own remuneration, {b) the creditors, 
and (c) returning any surplus to the debtor. 

Powers. — By S. 54, where any part of the property of the bankrupt 
consists of land of any tenure burdened with onerous covenants, of 
shares or stock in companies, of unprofitable contracts, or of any other 
property that is unsaleable, or not readily saleable, by reason of its 
binding the possessor thereof to the performance of any onerous act, 
or to the payment of any sum of money, the trustee, notwithstanding 
that he has endeavoured to sell or has taken possession of the property, 
or exercised any act of ownership in relation thereto, may, by writing 
signed by him, at any time within twelve months after the first appoint- 
ment of a trustee, disclaim the property ; provided that where any such 
property has not come to the knowledge of the trustee within one 
month after such appointment, he may disclaim such property at 
any time within twelve months after he has become aware thereof 
or such extended period as may be allowed by the Court. This 
power is known as the right of disclaimer, and its effect is to determine, 
as from the date of disclaimer, the bankrupt’s rights and liabilities in 
respect of the property disclaimed, and also to discharge the trustee 
from all personal liability in respect of the property as from the date 
when the property vested in him. 

By S. 55, a Trustee has power to sell the bankrupt’s property by 
auction or pri^'ate contract ; to e.x.ecute pouters of attorney, deeds, 
and other instruments ; to deal with any entailed property to which 
the bankrupt is beneficially entitled in the same manner as the banknapt 
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might have dealt with it ; to apply to the Court for direction in cases 
of need, etc., as set out in the section. 

By S, 56, the Trustee may exercise other powers, but only with 
the permission of the C. of I. These include pow'er to cari-y on the 
bankrupt’s business so far as it may be necessary for the beneficial 
winding-up of the estate ; to bring or defend actions relating to the 
bankrupt’s property ; to employ a solicitor or other agent to take any 
proceedings or do any business sanctioned by the C. of 1 . ; to com- 
promise with creditors, etc., as detailed in the section. 

Remuneration, — The creditors, by ordinary lesohuion, may 
fix the Trustee’s remuneration, or they may leave it to the C. of I. 
It must take the form of a commission or percentage, of which 
one part is payable on the amount realised by the Trustee, after 
deducting any sums paid to secured creditors out of the proceeds 
of their securities, and the other part on the amount distributed in 
dividends. 

Dividends. — The first dividend must be declared and distributed 
within four months following the conclusion of the first meeting of 
creditors, unless the trustee satisfies the C. of I. tliat there is sufficient 
reason for postponement. Subsequent dividends must, in the absence 
of adequate reasons for not doing so, he declared and distributed at 
intervals of not less than six months. 

Final Dividend and Release. — ^When the Trustee has lealised all 
the property of the bankrupt, or so much thereof as, in the joint 
opinion of himself and the C. of I., can be realised without needlessly 
protracting the trusteeship, he must declare a final dividend. Having 
distributed this dividend, or whenever for any other reason his trustee- 
ship terminates, e.g. by resignation, or removal by the Board of 'Trade, 
he may apply for his release. Before doing so, he must give notice to 
all creditors who have proved their debts, and must send with the 
notice a summary of his receipts and payments as Trustee. The order 
granting the release must be gazetted, and is not effectual until the 
'Trustee has delivered to the O.R. all books, papers, documents, and 
accounts relating to the bankruptcy. 

■ Unclaimed dividends must, after the expiration of six months, 
be paid into the Bankruptcy Estates Account at the Bank of 
England. 

Fraudulent Preference, — One of the objects of bankruptcy law is 
to secure a rateable division of the debtor’s estate amongst liis creditors 
by preventing a debtor from paying one creditor to the prejudice of 
others. So every payment made, or transfer of, or chaige on, property 
given, to a creditor by a debtor who is unable to pay his debts as they 
become due is void against the Trustee if the debtor is adjudged 
bankrupt on a petition presented within three months from the date 
when the payment was made, or the transfer or charge was executed. 
To make such a payment, transfer, or charge void, the dominant 
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motive of the debtor must be to give a preference. If the creditor 
puts pressure on the debtor by taking legal proceedings against him, 
the Trustee will not be able to set aside the payment ; nor is there 
a fraudulent preference where it is the debtor’s object to save himself 


{Trading Account.) 

THE BANKRUPTCY ACT, 1914. 
IN THE HIGH COURT OF JUSTICE, 


In Banicruptcv. 

No of 19, 

Re a Bankrupt. 

the Trustee of the property of the Bankrupt in 

account with the Estate. 


Dr. Cr. 


Date. 

Receipts. 

. . 

D.ite. 

Payments. 



£ 


ti. 

1 

1 


1 



Trustee. 

Date xg... 


We have examined this Account with the vouchers, and find the same 
correct, and we are of opinion that the expenditure has been proper. 


^Committee of Inspection. 


from exposure or prosecution, or to revive an undisputed debt, or 
make good a breach of trust. 

Books and Accounts. 

Recoird Book.— Prior to the appointment of the Trustee, the 
O.R. will open the Record Booh., for the purpose of recording all 
resolutions and minutes of meetings, copies of notices and other 
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documents, and all such papers, except confidential documents, as 
may be necessary to furnish a true history of the administration of 
the estate. 

Cash Book. — The O.R. will also have opened the Cash Book, a 
ruling of which is shown on pp. 704-5. All moneys received must be 
paid into the Bankruptcy Estates Account at the Bank of England, unless 
the Board ofTrade, on the application of the C. of I., allows an account 
to be opened at a local bank. 

Trading Account. — If the business of the debtor is carried on, 
a Trading Account must be kept. This is on a cash basis as 
shown on p. 706. The weekly totals of this account are incorporated 
in the “ Other Receipts ” and “ Other Pajunents ” columns of the 
Cash Book. 

Audit of Trustee’s Accounts. — The Trustee must submit his 
books, accounts, and vouchers to the C. of I. at least once every three 
months, and the Committee must audit the Cash Book and append 
its certificate thereto on the day of auditing. 

At the expiration of six months from the date of the R.O., and at 
the expiration of every succeeding six months thereafter until his 
release, the Trustee must transmit to the Board of Trade for audit 
a copy of the Cash Book in duplicate for such periods, together with the 
necessary vouchers and copies of the audit certificates of the C. of 1 . 
The Trustee is also required to forward at the first audit of his accounts 
by the Board of Trade an office copy of the front sheet (the summary) 
of the debtor’s Statement of Affairs, and of sheets B, C, F, G, and H, 
showing thereon, in red ink, the amounts received, and explaining 
the cause of the non-realisation of such assets as may remain unrealised. 
At each audit, the Trustee must forward a report on the position of 
the estate. 

Accounts to Creditors. — A statement showing the position of the 
estate must be sent to each creditor together with the notice declaring 
a dividend. A final statement of the position of the bankruptcy also 
accompanies the notice to creditors of the trustee’s intention to apply 
for his release, and usually it is joined to the notice declaring a final 
dividend. Any creditor may, with the concurrence of one-sixth of the 
creditors (including himself), at anytime call upon theTrustee, or O.R., 
to furnish and transmit to the creditors a statement of the Accounts 
up to the date of such notice. The official form appears on pp. 708-9. 


Illustration . — In the matter of the estate of S. P. Endthrift (see p. 7005. 
the Trustee was authorised by the C. of I. to postpone the declaration 
of a dividend until the whole estate had been realised. A first and 
final dividend was accordingly declared on August 30, 19... The 
Trustee’s remuneration was fixed at 3 % on the amount realised and z % 
on the amount distributed in dividend. On p. 710 is given the statement 
accompanying the notice of the final dividend and the application for 
release. 
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Deeds of Arrangement. 

Arrangements are frequently made between insolvent debtors and 
their creditors without invoking the aid of the bankruptcy laws. 
The object of these arrangements is to avoid the publicity, expense, 
and stigma of bankruptcy proceedings. 

Usually, a formal deed is drawn up and a Trustee appointed. The 
usual terms of a Deed of Assignment piovide that the debtor shall 
assign all his property, or so much thereof as is specified in the deed, 
to a trustee in trust to realise the property, pay the expenses of realisa- 
tion, and divide the balance rateably, as in bankruptcy, among the 
creditors assenting to the deed. In consideration, the creditors under- 
take to release the debtor from the unpaid balance of their claims. Or 
the agreement may take the form of a Deed of Composition, under 
which the creditors agree to accept a portion only of the amount due 
to them, payable by stated instalments, and agree not to sue unless 
default is made, and to release the debtor from his liabilities on 
payment. 

Only such creditors as assent to deeds of this kind are bound by 
them, whereas bankruptcy automatically concerns all creditors whose 
debts are provable in the bankruptcy. Moreover, as the execution of 
these deeds usually amounts to an act of bankruptcy on the part of 
the debtor, any creditor whose debt exceeds ^50, and who has not 
assented to the deed, can bring it to naught by presenting a bankruptcy 
petition against the debtor. If a R.O. is made within three months of 
the execution of the deed, the deed becomes void, and the Trustee 
under the deed must account to the Trustee under the bankruptcy 
for all moneys, etc., received on behalf of the debtor’s estate. 

Deeds of Arrangement are governed by the Deeds of Arrangement 
Act, 1914, and the Rules made pursuant thereto. The Act provides 
that a D. of A. is void unless it is registered with the Registrar of Bills 
of Sale within seven clear days after the first execution thereof by the 
debtor or any creditor. Further, if the deed is expressed to be, or in 
fact is, for the benefit of the debtor’s creditors generally, it is void 
unless, within twenty-one days of registration, a majority in number 
and value of the creditors have assented to the deed. 

The Act further provides for the giving of security by the Trustee 
unless this precaution is dispensed with by a majority in number and 
value of the creditors. 

The Trustee must annually transmit to the Board of Trade, within 
thirty days of the anniversary of the date of the registration of the deed, 
an account of his receipts and payments. Where the business of the 
debtor is carried on, he must keep a separate account of the trading 
receipts and payments, and carry the totals into the yearly account. 
Distributions of dividend, or instalments of composition, must be 
entered in the Trustee’s Account in one sum, and be supported by a 
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statement showing the claim of each creditor, and the amount of 
dividend or composition due to each, distinguishing between those 
paid and those unpaid. 

When a debtor intends to propose a scheme of arrangement or 
composition to his creditors, it is usual for a Statement of Affairs 
to be drawn up on similar lines to the Statement of Affairs in bank- 
ruptcy, but no official form is prescribed for the statement. When 
prepared, the statement is submitted to a meeting of the creditors, 
together with particulars of the scheme proposed. These private 
schemes must not be confused with schemes officially sanctioned by 
the Court in bankruptcy. The following is a common form of State- 
ment of Affairs in these cases. 


Name . 
Address 


Date 


DEBTOR^S STATEMENT OF AFFAIRS. 


Liabilities. £ s. d. 

Unsecured Creditors : — 

Trade . . . . 

Cash 

Creditors iully se* £ s. d. 

cured 

Estimated Value of 
Security . . . . 


Surplus to contra ,^1 


Creditors partly se- £ s. d. 

cured 

Less Estimated 

Value of Security . . , 

Liabilities on Bills discounted, of 
winch it js expected will rank j 
against the Estate for Dividend I 
Contingent or other Liabilities 
Creditors for Rent, Rates, Taxes, i 
and Wages, deducted from contra I 
Surplus I 


t 


Assets. 
Cash in hand . . . . 

Cash at Bank . . . . 
Stock-iU'trade, at cost 
Book Debts !— 

Good 

Doubtful . . . . 
Bad 

■ e" 

5. 

d. 

£ 

s 

£ 






Estimated to realise . . . . 

Plant and Machinery 

Trade Fixtures and Fittings . , * , 

Household Furniture 

Life Policies . . 

Bills of Exchange or other Securi- 
ties, estimated to produce 

Surplus from Securities in hands 
or Creditors, see contra . . . . 

Other Assets 



Deduct Preferential 
per contra . , 

Claims 

, as 



Deficiency . , . . 









£ 




EXAMINATION QUESTIONS. 

1. State the ground on which a person can be made bankrupt, and to 
what persons the bankruptcy laws apply. {Royal Society Arts.) 

2. State any three “ acts of bankruptcy ” upon which a petition can 
be founded. {Central Association Accountants.) 

3. Summarise the cases in which a debtor commits an act of bankruptcy, 
(Royal Society Arts.) 

4. When is the Official Receiver trustee in a bankruptcy ? {Chartered 
(Accountants.) 
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5. In what circumstances will an adjudication in bankruptcy follow the 
making of a receiving order against a debtor ? What will be the imme- 
diate effect of the adjudication as regards the ' property of the debtor ? 
(Chartered Accountants.) 

6. Give specimens of the forms of accounts to be used in the Statement 
of Affairs required to be filed by a banltrupt. (Chartered Accountants.) 

7. Describe the differences which exist between a Statement of Affairs 
and a Balance Sheet. Give a specimen of the former account, and explain 
how it is prepared. (Royal Soaety Arts.) 

8. Sketch the " Summary Sheet ” and the " Deficiency Account ” of 
the Statement of Affairs. Supposing the debtor shows a surplus of assets 
over liabilities, is the Deficiency Account still required to be rendered, and 
how should it be set out ? (Chartered Accountants.) 

9. Robert Blank has filed a petition in bankruptcy. He has prepared 
a Statement of Affairs which discloses a deficiency of ^£3,876. Is any further 
statement necessary ? If so, submit a pro-forma account based upon figures 
which explain the above deficiency. (Royal Society Arts.) 

10. What classes of creditors are entitled to preferred treatment in bank- 
ruptcy, and in what order do they rank for payment ? (Central Association 
Accountants.) 

11. Before his bankruptcy the debtor owed £50 to a workman in his 
employment as compensation for injuries ; he also owed £20 for rates, and 
£to to his servant for wages. Should the trustee give these debts any 
priority over ordinary debts, and, if so, in what order should they rank for 
payment ? (Central Association Accountants^) 

12. Distinguish between a deed of arrangement and a scheme of compo- 
sition in banlcruptcy, particularly with reference to the extent of the control 
to be exercised by the Board of Trade in either case. (Incorporated Ac- 
countants.) 

13. What power have the creditors to accept a composition or scheme 
after an adjudication of banlauptcy, and what proceedings and consequences 
follow upon its adoption ? (Incorporated Accountants.) 

14. State the provisions of the Deeds of Arrangement Act, 1914, as to 
(a) the transmission of the trustees’ accounts to creditors ; and (h) the audit 
of his accounts. (Incorporated Accountants^) 

15. On what grounds may the Board of Trade object to the appointment 
of a trustee in bankruptcy, and in what manner may the validity of such 
objection be tested f (Incorporated Accountants.) 

16. What power has a trustee in banltruptcy to disclaim any and what 
portions of the property vested in him? In what manner, and within what 
time, must such disclaimer be exercised ? (Incorporated Accountants.) 

17. Give a skeleton of the account which a trustee in a bankruptcy must 
send with the notice of a final dividend. (Chartered Accountants.) 

18. What books and accounts must be kept by a trustee in bankruptcy, 
and by whom and how often are they to be audited ? (Chartered Accountants.) 

19. What facts or figures should be shown by the trustee in the Record 
Book, and how do the Bankruptcy Rules piovide for its audit and inspection ? 
(Central Association Accountants.) 

20. Give the headings (without rulings) of the Cash Account of a trustee 
in bankruptcy to be filed with the Board of Trade. State shortly in what 
manner you would consider the form might be amended or simplified. (Char- 
tered Accountants.) 
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21. A bankrupt wishes to obtain his discharge. State shortly (a) the 
steps he must take to obtain such an order, and (h) the effect of the order 
when obtained. {Incorporated Accountants,) 

22 . Give a shoit account of banlcruptcy proceedings from the time when 
they are started until the discharge of the banltrupt. {Chartered Institute 
Secretaries.) 

23. Prepare A B’s Statement of Affairs from the following particulars ; — 

Assets : Cash, £7 ; Household Furniture, valued at £50 ; Sundry Debtors 
tGood, Zip ! Doubtful, £600, estimated to realise £300), ; Invest- 

ments (estimated to realise £493), ,£400. Liabilities : Debts — Fully Secured 
(security expected to realise £1,600), -£i,ooo ; Partly Secured (security 
expected to realise ,£2,500), £3,000; Unsecured Creditors, £1,800; Last 
Quarter’s Rent, £50 ; Last Month’s Salaries, £100. 

The excess of assets over liabilities on January tst, the last occasion 
when his books were balanced, was £500. A B attributes his insolvency to 
loss on trading, and places his household expenses since January ist at 
£350. Show the dividend which may be expected by the creditors after 
allowing for £100 costs. {Central Association Accountants.) 

24. What is the position of an undischarged bankrupt as regards obtaining 
credit and engaging in trade ? {Chartered Accountants.) 

25 X Y Z filed his Petition in Bankruptcy on January 13th. Prepare 
the front sheet of his Statement of Affairs from the following particulars : — 

Unsecured Creditors, £36,942 ; Fully Secured Creditors, £s,ooo, secured 
by a Mortgage on the Debtor’s Freehold Factory which he values at £7,500 ; 
Partly Secured Creditors, £8,762, secured by the deposit of forty 5 % War 
Loan Bearer Bonds of £100 each (market price, 84ii) ; Liability as indorser 
of an Accommodation Bill for £850, expected to rank in full ; Rates and 
Taxes due, £78. 

The debtor stated his Assets as follows ; Cash in hand, £t2 ; Cash at 
Bank, £10 ; Book Debts — Good, £9,683 ; Doubtful, £3,642, estimated to 
be worth 7s. 6d. in the £ ; Stock-in-trade, valued at £2,642 ; Machinery 
and Plant, valued at £4,241 ; Life Policy, surrender value, £325 ; Bill 
Receivable, estimated to produce £100, {Royal Society Arts.) 

20. From the undermentioned particulars piepare the Statement of 
Affairs of W. & Co. as at September 30th. 

Unsecured Creditors, £13,000 ; Cash in hand, £50 ; Bills Receivable, 
£170, estimated to produce £100 ; Book Debts — Good, £2,500 ; Doubtful 
(estimated to produce £3,750), £5,000 ; Creditors Partly Secured, £6,000, 
value of security, £4,000 ; Creditors Fully Secured, £9,500 (value of security 
held, £12,000) ; Stock-in-trade (estimated to produce £3,750), £4,250 ; 
Preferential Creditors — Rent, £1,350 (annual rent, £1,200) ; Manager’s 
Salary (for nine months), £750 ; Investments, estimated to produce £900 ; 
Contingent liability on uncompleted Contract, £1,500. {Incorporated Ac- 
countants.) 

27. From the undermentioned particulars prepare Statement of Affairs 
and Deficiency Account of A B as at September 30, 19.., for submission to 
his Creditors : — 

Creditors Unsecured, £150,000 ; Creditors Partly Secured, £80,000 ; 
Creditors Fully Secured, £200 ; Liability on Bills Receivable (estimated to 
rank in full), £7,000 ; Mortgage on Freehold Premises, £20,000 ; Preferential 
Creditors, £6,000 ; Debtons — Good, £40,000 ; Doubtful (estimated to 
produce £4,000), £20,000 ; Consignments (good), £10,000 ; Stock (estimated 
to produce £20,000), £80,000; Shaies (good), £32,000; Cash, £3,000; 
Freehold Premises (estimated to produce £28,500), £29,000 ; Machinery 
(estimated to produce £24,000), £30,000 ; Fixtures (estimated to produce 
£3,000), £6.000. 
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A B’s Capital on previous October i was ^£100, 000. The profits of the two 
years were £61,000, and his drawings amounted to £137,300. {Incorporated 
Accountants.) 

28 . Samuel Hobson, in business in the City, finds himself insolvent. 
From the various books and papers in his possession the following particulars 
as to his financial position are forthcoming. Prepare the Statement of Affairs 
for submission to his creditors and a Deficiency Account in the ordinary form. 

Sundry Debtors (Good, £1,280 ; Doubtful, £2,800, estimated to produce 
£1,000 ; Bad, £700), £4,780 ; Sundry Freehold Houses, etc. (estimated to 
produce £3,000), £3,300 ; Shares : 1,000 Ordinary Shares in the Cable 
Telegraph Company, valued at par, £i,ooo ; Mining and Railway Shares 
(2,500 are held as security by partly secured creditors and the balance by 
fully secured creditors), £9,450 ; Loss through the unsuccessful defence 
of an action at law, £5,420 ; Business Expenses, £3,200 ; Creditors : 
Unsecured, £16,740; Partly Secured, £5,420; Fully Secured, £3,110; 
Preferential claims for Salaries and Rent, £500 ; Private Drawings, £r,20o ; 
Samuel Hobson Capital Account, £3,800 ; Cash at Bank, £420 ; Bills 
Receivable, good, £800. (London Chamber Commeice.) 

29 . James Micawber became bankrupt. From the following particulars 
prepare his Statement of Affairs and Deficiency Account ; Unsecured 
Creditors : Trade Debts, £8,500 ; Household Debts, £160. Trading Profits 
and Losses : First Yeai Profit, £2,000 ; Second Year, Loss, £1,000 ; Third 
Year, Loss, £600 ; Fourth Year, Profit, £300 ; Fifth Year, Loss, £2,300. 
Yearly Drawings, £Soo ; Fully Secured Creditors (holding securities estimated 
to produce £10,000), £7,000 ; Liahility on Bills Discounted (of which £100 
is expected to rank), £1,060 ; Creditors for Rent, £150 ; Ci editors for Rates, 
£30 ; Book Debts (Good, £1,100 ; Doubtful, £1,000, expected to produce 
£600; Bad, £180), £1,880; Bills Receivable, good, £650; Cash at Bank 
and in hand, £15 ; Stock (estimated to produce £1,750), £2,100 ; Capital 
at commencement of first year, £7,483 ; Household Furniture (estimated 
to produce £550), £700 ; Office Furniture (estimated to produce £100), £168. 
(Central Association Accountants) 

39 . Prepare from the undermentioned particulars, as on December 31st, 
a Statement of Affairs, in the prescribed form, to present to a meeting of 
the creditors of S. Brook : Furniture and Fittings, £250, valued at £100 ; 
Cash at Bank (Current Account), £to ; Cash in hand, £4 ; Sundry Debtors, 
£2,500 (Good, £1,000 ; Doubtful, £1,000, valued at £500 ; Bad, £500, valued 
r.t nil) ; Bills of Exchange, £300, valued at £100 ; Stock-in-trade, valued 
ut £930, loss 20 % ; Household Furniture, valued at £830 ; Life Policy 
for £1,500 (surrender value, £550), held by the Bank as security for loan ; 
50D fully paid shares of £i each, valued at par, in the Blankshire Biograph 
Company, Ltd., held as security by R. Brown ; Trade Creditors, unsecured, 
£3,950 ; Loan from Bankers, £500 (secured as above) ; Loan from R. Brown, 
£600 (secured as above) ; Rent due, £150 ; Rates, £25 ; Wages (preferential), 
£10. (Royal Society Arts) 

31 . A business carried on under the style of Wood and Smith finds itself 
in difficulties, and instructs you to prepare a Statement of Affairs for sub- 
mission to a private meeting of the creditors. 

The following particulars are obtained from the books, as at February ist ; 
Unsecured Creditors, £23,000 5s. 6d. ; Loan from A £2,000; Creditors partly 
secured, £4,600 (estimated value of security, £4,000) ; Preferential Claims, 
£240 I2S. 6d. ; Stock-in-trade, £1,500 8s. ; Cash at Bank, £270 14s, 2d. ; 
Cash in hand, £65 4s. rod. ; Fixtures, £400 ; Debtors : Good, £820 ; Bad, 
£72 155. gd. ; Doubtful, £41 5s. 

As regards the separate estates, Wood had no creditors nor assets, and 
Smith was a limited partner with £1,000 in the business. With respect to 
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the loan A had lent the £a,ooo without security and under an arrangement 
whereby he was to receive interest varying with the profits. {Incorporated 
Accountants.) 

32 Henry Jones filed his petition in bankruptcy on June 30th. His books 
showed the following balances : — 


Cash in hand 10 

Fixtures and Fittings (estimated to produce £80) 250 

Stock-in-trade (estimated to produce £1,200) .. 1,800 

Sundry Creditors : Open Accounts 2,ooo 

Sundry Creditors : Bills Payable a, 200 

Sundry Debtors 5 <00° 

(Good, £1,000 ; Doubtful, £2,000, estimated at 
50 % ; Bad, £2,000) 

Bank Overdraft i ,200 

Capital . . . . , 1 ,660 


£ 7 .° 6 ° £7.06° 

Liability on bills discounted, £500, £100 expected to rank. His house- 
hold furniture, etc., was valued at £250. He owned the house he lived in 
— it was valued at £750 — and he had a mortgage on it of £600 at 4%. 
Interest paid to December 31st previous. Preferential creditors amounted to 
£35 (included in Sundry Creditors), and £15 for rates on his house. 

Prepare a Statement of Affairs. (Chartered Accountants.) 

33 . A finds, bj^ the following summary of assets and liabilities of his 
business, that he is insolvent, and on October isth files his own petition in 
bankruptcy. Prepare his Statement of Affairs for presentation to his creditors. 

The Bank's overdraft is secured by the deposit of deeds representing 
his freehold property (valued for the purpose of the Statement at £6,000), 
and dock warrants for Stock of the value of £2,383 10s. rod. 

W. Smith’s loan is secured by an assignment of a policy on A’s life valued 
at £100. 

There are contingent liabilities on bills discounted amounting to 
£s8g 17s. 2d., of which the sum of £229 13s. sd. is expected to rank. 

Of the Book Debts, A states that £144 are bad and £365 doubtful ; he 
estimates the value of the latter at £178. 

Of the Bills Receivable, he estimates that the sum of £283 3s. 7d. is bad. 

A has private debts, amounting to £389 ss. 3d., and has private assets 
consisting of the above-named policy and household furniture valued at £585 


SUMMARY OF ASSETS AND LIABILITIES. 


Liabilities. 

£ a. d. 

Sundry Creditors . . 23,598 7 6 

Bank Loan . . . . 6,897 3 6 

W. Smith, Loan . . 589 2 6 

H. Jones, nine 
months’ rent to 
September 29th . . 150 o o 

Rates, six months’ to 
March 31st . . . . 32 3 6 


£31,266 17 o 


Assets. 


Cash in hand . . 
Petty Cash in hand . . 
Stock at cost 
Fixtures and Fittings 
OflSce Furniture 
Horses and Carts 
Sundry Debtors 
Bills Receivable 
Freehold Property . . 


£ s. d. 
29 2 7 

2 13 9 

9,852 8 7 
329 7 2 
262 8 o 
68a 5 o 

S.289 3 S 
‘(•.283 3 7 
6,589 2 7 


£27,319 14 8 


(Chartered Accountants.) 
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34 . A trustee of a bankiupt estate, with liabilities of £iS,ooo, has com- 
pleted his realisation of the estate, and prepares to close the matter. His 
receipts have been; From Stock-in-trade, ,£1,250; Book Debts, £3,100; 
Jewellery Pledged, £700 ; Trading, £7,000 ; Household Furniture, £450 ; 
Freehold Buildings, £3,000. His payments have been : Costa of Petition, 
£40 ; Auctioneer’s Costs, £180 ; Shorthand Writers’ Charges, £15 ; Trading 
Payments, £6,250 ; Mortgage on Freehold, £2,000 ; Board of Trade Fees, 
£80 ; Notices m Gaxette, etc,, £5 ; To redeem Jewellery, £400. 

The Committee allow the remuneration of the trustee at a commission 
of 5 % on assets realised and 3 % on assets distributed. Without providing 
for further payments, you are required to write up the Estate Cash Book, 
showing the final close of the estate. You must assume that all items have 
been received from 01 paid to Bank, but analysis columns may be dispensed 
with. {^Incorporated Accountants.) 

3 5. A receiving order was made against A, Boot, on June 25th, The 
following are the balances of his books at that date : — 


Unsecured Creditors 

Capital Account, A. Boot 

J. Smith, Loan Account 

W. Jopp, Loan Account . . 

Stock 4,ri3 

Fixtures and Fittings 250 

H. Finlay (Rent one year) 

H. Jones, Manager (£150 per annum) 

Collector, Rates and Taxes 

Cash in hand and at Branches 110 

Horses, Carta, etc 251 

Bill Receivable 169 

Sundry Debtors 2,446 

Cash at Bank 356 

Freehold and other Property 5,000 

Policy of Insurance (Surrender Value) . . . , i ,778 

Profit and Loss 776 

Drawing Account, A. Boot 1,219 

Interest on Loans i ,925 


Contingent Liability on Bills Discounted, £358 
not expected to rank 


£ 

3.940 

700 

564 

12.654 


3SO 

100 

8S 


£18,393 £18,393 


On January ist previous, there was a surplus of assets of £700. J. Smith 
holds a first charge on the policy of insurance. W. Jopp holds a second 
charge thereon, and also a charge on the Freehold and Leasehold Property. 
The Stock, for the purposes of the Statement, is valued at £3,500. Of the 
Book Debts, £291 are doubtful, and are estimated to produce £100 ; £287 
are bad. The loss on trading between January ist and_ June 25th was £776. 

Make out the Statement of Affairs and the Deficiency Account in the 
forms required under the Act. {Chartered Accountants.) 

36 . A trader files his petition in banltruptcy on June 30, 19.,, and you 
are instructed to prepare his Statement of Affairs, The information you are 
able to obtain as to his position is as follows : — 

The Stock-in-trade at cost is £7,200, of which £600 worth is in the hands 
of a creditor tot £i,ooo, who is entitled to exercise a lien ; Book Debts : 
Good, £9,750; Doubtful, £120, worth 6s. 8d. in the £; Bad, £150 ; 
Fixtures and Fittings (after depreciation), £230 ; Cash in hand , £ i o ; Bills 
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Receivable, £i,ioo (held by Bankers against overdraft of £4,000, the 
balance of which is secured by a second charge on debtor’s freehold property 
and by the guarantee of his brother) ; Customers' bills under discount, 
£1,500, of which £200 is ascertained to be bad, and £100 is doubtful; 
Freehold Property, £3,000, subject to a first mortgage of £2,000. The 
Unsecured Creditors amount to £29,000, in addition to claims for Rates, 
Taxes, and Wages amounting to £240. The Stock-in-trade and the Book 
Debts (outside the bills) are estimated to be worth 75 % of their face value, 
and the freehold property, which cost £3,800, is valued at £2,200. Subject 
to the modifications above stated, the assets are woith their book values. 

You learn that the debtor had a surplus of assets of £s,ooo on January t, 
ig.., since when he has withdrawn £3,000 per annum in equal monthly 
instalments. His profits for year ended December 31, 19.., were £2,100, 
and for the next year, £420, since which time he has not made up his books. 

From these details you are required to prepare as nearly as may be in 
statutory form : — (a) A Statement of Affairs ; (b) a Deficiency Account. 
{Incorporated Accountants.) 

37 . From the following figures prepare Statement of Affairs and Defi- 
ciency Account as at December 31st. Assume that the Stock realises two- 
thirds of its value, the Fixtures one-half, the Shares par, and the Doubtful 
Debts one-third. On January ist, two years ago, the debtor commenced 
business with a capital of £3,175. His profits for the first two years 
amounted to £2,027 itis. 6d,, and his drawings were £1,500 a year. 

Cash, £115 los. fid. ; Stock-in- trade, £500; Debtors: Good, £3,500; 
Doubtful, £goo ; Bad, £750 ; Fixtures and Fittings, £282 ; Shares, £250 ; 
Creditors, unsecured (including £950 for wife), £6,950 ; Creditors, secured, 
£1,250; Value of securities held by creditors, £1,750; Preferential Claims 
for Rent, Rates, and Taxes, £95. {Incorporated Accountants) 
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ASSURANCE ACCOUNTS 

The term “ Assurance ” should be confined to the making of provision 
against events that are bound to happen, e.g. death ; the term “ In- 
surance ” to provision against events that may or may not happen, 
e.g. loss by fire. Technically, the first term is confined to Life Assurance 
and the second to contracts of indemnity entered into against loss 
from “ perils of the sea ” (Marine), Fire, Personal Accident, etc. 

Definition. — A contract of life assurance is not a contract 
of indemnity. It is a contract, evidenced by a document, termed the 
Policy, whereby the assurer (the assuring company), in consideration 
of the payment of a pre7nium by the assured (the person assured), 
agrees to pay a specified sum (with a share of the Company’s profits, 
if the policy be a participating one) on the occurrence of a stated event 
in the life of the assured. The event may be (a) the reaching of a 
certain age, or {b) death ; and the premium may be {a) a sum down, 
termed a single premitan, or {b) equivalent annual payments termed 
annual premiims, to be made during the life, or during a stated part of 
the life, of the assured. Annual premiums may by arrangement be 
paid half-yearly, quarterly, or even monthly, the company charging 
a slightly higher rate for the accommodation. 

The policy is based upon a Proposal Form, issued by the company. 
This form contains a series of questions to be answered by the proposer. 
The utmost faith must be observed in answering these questions, and, 
in addition, the proposer is bound to disclose any material facts not 
brought out by the questions which the company ought to know in 
order to be able precisely to estimate the risk. Wilful errors in state- 
ments of fact, or the suppression of material facts, render a contract 
of life assurance liable to be declared void. Contracts of this kind are 
known as contracts uberjiincefidei, i.e. of the utmost faith. 

Classes of Life Assurance. — Life Assurance is divided into tw-o 
broad classes, viz. {a) Ordinary ; (b) Industrial. In the first class, the 
premiums are paid either directly to the company or through the agent 
who effected the assurance on behalf of the assured, and the sum 
assured is rarely less than In the second class, the premiums 

are collected weekly or monthly from the assured by house-to-house 
visitation, and the sum assured may be as low as £i. 

Kinds of Offices. — Life offices are divided into two classes : («) 
Mutual offices •; ip) Propiielary , or rather, Mixed offices. A mutual 
office is one wherein the participating policy holders themselves form 
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the proprietors, and the whole of the profit is divided amongst them. 
A mixed office is a Joint Stock Company, whose capital is subscribed 
in the ordinary way, the profits being divided between the shareholders 
and the participating policy holders in a ratio varying from 8o to 95 %, to 
the participating policy holders and the remainder to the shareholders. 

Those offices which have combined for the purpose of fixing 
agreed uniform rates for various kinds of risk are termed Tariff Offices. 
Offices outside this combination are known as Non-Tariff Offices. 
But this distinction applies mainly to Fire and Employers’ Liability 
Insurance, and not at all to Life Assurance, which is competitive. 

Kinds of Insurance. — Almost any kind of risk can be insured 
against in these days. In addition to Life Assurance, the chief kinds 
of insurance are : — ^Marine, Fire, Personal Accident, Employers’ 
Liability, and Bond Investment insurance. Other risks insured against 
are ; — Sickness, Third Party Indemnity, Motor Car and Cycle, Bur- 
glary, Plate Glass, Forged Transfers, Gash and Jewellery and other 
valuables in course of transit. Hail, Storm, Lightning, Civil Commo- 
tion, War, including damage by hostile aircraft, etc. 

Basis of Life Assurance. — Life Assurance is based upon two main 
principles : — {a) the Expectation of Life, more correctly termed the 
“ Mean After-Lifetime ” ; (6) the rate of interest that will probably 
be earned on funds invested at compound interest. The term “ Ex- 
pectation of Life ” does not, as is sometimes erroneously supposed, 
signify the number of years that persons of a given age may reasonably 
expect still to live, for many lives will fall short of this period, and many 
will long survive it. It has no relation to the most probable after- 
lifetime of any particular person, but is computed over a large number 
of lives by taldng the excess years of those who live long and distributing 
them amongst those who die early, thus placing all lives of the same 
age on an equality This function, the Mean After-Lifetime, is deduced 
from Mortality Tables. 

A Mortality Table has been defined as “ the instrument by means 
of which are measured the probabilities of life and the probabilities 
of death.” There are two kinds of Mortality Tables : (a) those based 
upon Census Returns, and the deaths that have taken place during a 
definite period of time, and (b) those based upon the experience of 
assured lives, derived either from a single life office, or from a combina- 
tion of Life Offices. The latest tables are the British Offices’ Experience 
Tables (indicated by the symbol 0 ), which were based upon the 
experience of 1,037,233 assured lives, contributed by sixty British 
Life Offices. 

The data derived from the sources mentioned above are subjected by 
skilled persons, known as Actuaries, to the process termed Graduation, 
by which the fluctuations in the ungraduated mortality statistics, due to 
error, or disturbing influences, e.g. an inadequate number of observa- 
tions, are eliminated, and the general rate of mortality is brought out. 
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The premium consists of (a) the pure premium, i.e. the annual sum 
which if paid by a sufficient number of persons of the same age, and 
accumulated at compound interest, say 3^% per annum, will amount 
at death to their various sums assured, and [b) a loading to cover all the 
expenses of the office, and to provide a margin for a possible increase 
in the future rate of mortality, and for profits. The pure premium 
plus the loading make up the office premium charged by the company 
and paid by the assured. 

Assuring companies limit the risk that they will assume on any one 
life by re-assuring with other companies that portion of the risk in 
excess of their maximum. The premiums paid for re-assurances are 
deducted from the item “ Premiums Received ” in the Revenue 
Account. A few companies confine their business to re-assurances. 

Annuities. — Most assurance companies, in return for an immediate 
cash payment, undertake to pay an agreed sum yearly (half-yearly, 
or quarterly) during the lifetime of a specified person, termed the 
Annuitant. The purchase price is based on the age and sex of the 
Annuitant, less favourable rates being quoted in the case of female 
lives, owing to the greater longevity of women. 

Insurable Interest. — In the great majority of cases, assurances are 
effected on the assured’s own life. But one person may assure the life 
of another, provided that he has an insurable interest, i.e. a pecuniary 
interest, in the life of the other, only, however, to the extent that he 
has such an interest. Thus a creditor may, by way of collateral security, 
assure the life of his debtor to the extent of the debt ; a wife may assure 
her husband’s life in order to secure for herself a fixed sum should he 
pre-decease her ; a partner may assure his co-partner’s life in order 
to provide means to pay to the co-partner, or to his legal representatives, 
his share of the partnership assets on retirement or at death. By the 
provisions of the Gambling Act, 1774, a policy issued in the name 
of a person who has no insurable interest in the life assured may be 
declared void. Insurable interest is also necessary in the case of policies 
taken out to cover fire, marine, and other risks. 

Lapsed Policies. — Thirty days’ grace is allowed for the payment 
of assurance premiums, and failing paj'ment within this extension the 
policy lapses and becomes void. But, whether the assured be alive or 
dead, the policy is capable of revival within twelve months, if five 
years’ premiums have been paid, by payment of the outstanding 
premium plus a 10% per annum fine thereon. If less than five years’ 
premiums have been paid, the lapsed policy may be revived on the same 
conditions, but subject to evidence that the assured is in good health. 

Surrender Vadue. — Where an assured desires to surrender his 
policy before he has completed his contract, the assurance company 
will pay to the assured a sum termed the Surrender Value of the policy. 
This Surrender Value is based upon the Reserve Value of the policy. 
The Reserve Value consists of that portion of the annual premiums 
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not required to cover the risk for the year accumulated at compound 
interest. As a rule, a policy does not acquire a surrender value until 
three years’ premiums have been paid (Endowment policies, two years), 
for the reason that the premiums paid during those early years are, 
for the greater part, absorbed by office expenses. Surrenders are 
usually made by the young and vigorous assured, and so exercise an 
injurious effect upon the assured as a whole by increasing the rate of 
mortality amongst the older and less vigorous who continue their 
policies for the full term of the contracts. The withdrawal of a 
number of first-class lives has precisely the same effect on the assured 
as a whole as would result from the addition of an equal number of 
inferior lives. For that reason, Life Offices, when computing the 
surrender value of a policy, make a sufficient deduction from the 
Reserve Value to counteract the effect of surrenders. Further, 
wherever that course can be followed, companies prefer to issue a 
paid-up policy based upon the Surrender Value, and so keep some 
part of the assurance in being ; or they will apply the Surrender 
Value to the payment of future premiums, and keep the original 
policy in force until the Surrender Value is exhausted. The 
Surrender Value of a policy has no direct connection with the amount 
of the premiums paid, but, of course, it increases, and at an accelerated 
rate, with the payment of each premium. Most Life Offices guarantee 
on surrender a minimum proportion of the premiums paid, generally 
one-half for Endowment and one-third for Whole-Life Policies, with, 
in addition, any Reversionary Bonuses that may attach to the policy. 
The fact that policies acquire a surrender value gives them market 
value, and makes them available for loans. 

Assignment. — A policy of life assurance may be assigned by one 
person to another either absolutely, or by way of mortgage. In both 
cases formal notice of the Assignment should be given to the company, 
and upon request, and payment of a fee of 5s., the company must 
acknowledge receipt of such notice. Companies do not, however, 
insist upon receiving the fee before acknowledging the receipt of notice. 
Notice enables the assignee to sue the company in his own name 
without joining the assignor as party to the suit. 

Where a company receives notice of more than one assignment of 
the same policy, e.g. successive equitable mortgages, the priorities 
as between the assignees are determined, so far as the company is 
concerned, in order of the dates on w'hich notice was received. But 
this does not necessarily affect the priorities of the assignees as between 
themselves, since these may sometimes be determined upon other 
grounds. Thus, where a person advances money on a policy, and he 
has had previous notice, actual or constructive, of a prior charge 
thei-eon, he cannot by giving notice thereby secure priority over the 
first incumbrancer, if the latter has omitted to give notice. 

Absolute assignments made for “ valuable consideration ” should 
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be signed in the presence of a witness and be impressed with duty 
at the scheduled rate. An Ante-nuptial Settlement made for the 
benefit of a wife and children of the marriage, which may include a 
policy of life assurance, is made for valuable consideration. 

Where the absolute assignment is voluntary, that is, not made for 
valuable consideration, but for “ love and affection,” as, e.g., in a 
Post-nuptial Settlement, the instrument must be stamped as if made 
for valuable coitsideration. But it is void as against the Trustee in 
Bankruptcy should the assignor become bankrupt within two years 
of making it, and it is void against the Trustee within ten years of 
making it, unle.ss the parties claiming under the settlement can prove 
that the assignor was at the time of the assignment able to pay ail 
his debts without the aid of the sum represented by the value of the 
policy, and that then his interest in the policy passed absolutely to the 
assignee {Bankruptcy Act, 1914, S. 42). 

Assignments by way of mortgage, which may he either legal or 
equitable, are subject to the mortgagor’s “ equity of redemption.” 
Only when the mortgagor has lost that right can the mortgagee exercise 
his power of sale, or surrender the policy to the company. But the 
mortgagee must account to the mortgagor for any surplus realised 
by sale or surrender, so long as the mortgagor has not lost his equity 
of redemption. 

A legal mortgage is effected by deed and deposit of the policy. The 
deed must be stamped according to schedule. 

Equitable mortgage of a policy is effected by deposit of the policy 
accompanied by a Memorandum of Charge, which is stamped at the 
rate of is. per cent, on the amount of the loan. 

A person who takes assignment of a policy as security for a loan 
should insist upon deposit of the policy, since the fact that the policy 
was in the hands of a third party might affect him with notice of a 
prior incumbrancer to whom he would be po.stponed. 

Claims, — The amount assured may become payable either by 
maturity of the policy or by death. A claim by maturity (Endow'ment 
Assurance), if made by the assured himself, is promptly paid on produc- 
tion of satisfactory evidence as to his age, identity, and title. Similar 
promptitude is observed if the assurance has been effected by a third 
person, e.g. a wife, provided she is alive at the date of maturity. 
Where the claim arises by reason of death, greater formality is observed. 
The company will then require a Registrar’s Certificate of Death ; 
a Declaration, made by some competent and disinterested person, as 
to the identity of the person described in the certificate with the life 
assured under the claimed policy ; evidence of the date of birth ; 
and the production either of Probate of his will, or Letters of Admin- 
istration of his estate. It is always advisable to get the date of birth 
admitted on taking out the policy by producing a copy of the Birth 
Certificate, or failing that, other evidence of birth which the company 
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will accept, e.g. a Certificate of Baptism, an extract from an entry in 
a family Bible, or other family register. 

Bonuses. — There are many kinds of policies issued by Life Offices. 
The most popular are Endowment Policies, Next in order are Whole 
Life Policies, the premium being paid {a) by a single sum down, or 
{b) by yearly premiums of equal amount, or (c) a limited number of 
premiums of larger amount, or {d) lower annual premiums during the 
first five years and higher annual premiums thereafter. Other policies 
issued are : Policies upon Joint Lives ; Survivorship Policies ; 
Short Period Policies ; Children’s Deferred Assurances ; Sinking 
Fund Assurances, etc. 

The broad line of demarcation between policies is that with profits 
and that without profits. The amount payable, when the claim arises, 
on a policy without profits is the amount of the sum assured ; the 
amount payable on a policy with profits is the sum assured plus a share 
of the surplus of the company’s assets over its liabilities as determined 
by each Quinquennial (or Annual) Valuation made by the company, 
and declared by the company as a bonus to its participating policy 
holders. 

The sources of a surplus are mainly three ; (a) where the loading 
added to the premium to cover expenses has proved to be greater 
than was necessary to defray them ; (b) where the rate of mortality, 
owing to careful selection of risks, has proved lighter than that indicated 
by the Tables ; (c) where a good interest return has been earned, 
owing to careful investment by the company of its funds, combined 
with a low rate of interest adopted for valuation. 

Thereds more than one method of distributing a surplus amongst 
the participating policy holders, and more than one method of applying 
the bonus when declared. As to their application, bonuses may be 
taken in cash ; or be added to the sum assured ; or be applied to reduce 
future premiums, or to convert a Whole Term Policy into an Endow- 
ment Assurance payable at an advanced age, or, if the policy be an 
Endowment policy, to maldng it payable at a younger age. 

Profits of Assurance Companies. — The profits of assurance com- 
panies cannot be ascertained by ordinary accounting methods ; they 
must be determined by actuarial valuation. The Assurance Companies 
Act, 1909 (S, 5), regulates the frequency of actuarial valuations, which 
must take place “ once in every five years, or at such shorter intervals 
as may be prescribed by the instrument constituting the company, or 
by its regulations or bye-laws.” The majority of companies make a 
valuation once in every five years. This is known as the Quinquennial 
Valuation. But not a few companies make a yearly valuation, and some 
companies which distribute their bonuses quinquennially are in the 
habit, for their own private information, of valuing their assets and 
liabilities at the end of every year. 

The objects of a valuation are : (a;) to ascertain the company’s net 
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liability in respect of all its policies and annuity contracts ; (6) to 
determine the value of the amount of its Life and Annuity funds. 

The method of valuation is to find (a) the present value of the sum 
of all the assurances and annuities to be paid by the company as they 
fall due, and (b) the present value of all the pure premiums to be paid 
by the assured as they fall due. ^The difference between these two is 
the Reserve, or sum of money that must be set aside, which, with the 
future pure premiums to be paid by the assured and accumulated at 
the rate of interest adopted for the valuation, will enable the company 
to pay all the claims as they arise.”N 

(Provision is made for future expenses and profits by valuing only 
the pure premium, i.e. by excluding that part of the office premium 
termed the loading. % 

The valuation of the liabilities is not made on the same basis as that 
adopted for the formation of the premium charged to the assured, but 
according to the most stringent mortality table and at the lowest rate 
of interest that will permit the payment of a fair rate of bonus to the 
assured. These premiums are termed Valuation Premiums^ and their 
employment brings out a larger necessary Reserve than would be the 
case if the pure premium charged to the assured were employed^^ It 
is imperative that a Life Company’s Reserve should be adequate to 
meet its liabilities and to provide for contingencies, hence the stringency 
of the valuation. 

Against the Reserve required to discharge all its liabilities as they 
fall due, a company has its Life and Annuity Funds, being past pre- 
miums paid, accumulated at compound interest, less claims, manage- 
ment expenses, and profits paid prior to the valuation. These funds 
are invested in various ways — Mortgages ; British Government 
Securities ; Loans on Policies and other Reversionary Interests ; 
Loans on Personal Security ; Debentures ; Stock Exchange Securities, 
etc. They must all be valued in the light of the facts and conditions 
pi'cvailing at the time of valuation. 

The difference between the amount required to be reserved by a 
company, and the amount of its Funds in Hand, as ascertained by 
valuation, represents its surplus or deficiency, as the case may 
If the surplus is large enough, a bonus is declared on the participating 
policies, and (if the company be a mixed one) a dividend to the share- 
holders. If the surplus is insufficient, both bonus and dividend may be 
passed, the amount being utilised to strengthen the company’s Reserve. 
If an actual deficiency is disclosed, steps must be taken immediately 
to restore the financial position of the company. 

Reference to the Valuation Balance Sheet on p. 731 will show that 
the company’s total liability, i.e. the Reserve necessary to meet that 
liability, as disclosed by valuation, appears on the debit side of the 
statement, against which, on the credit side, appears the total of the 
Life and Annuity Funds, as set out in detail in the Third Schedule, 
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and also ascertained by valuation. The balance, if a surplus, is available 
for the appropriation of dividends to shareholders, bonuses to partici- 
pating policy holders, transfers to Reserve, and the like. 

Neither the accountants nor the auditors of a Life Company have 
any concern with the Quinquennial or other Valuation. That is solely 
actuarial work. 

Assurance Accounts. — Assurance Companies are governed by the 
Assurance Companies Act, igog, and are also subject to the Companies 
Act, 1929, so far as that Act applies. The schedules appended to 
the Act of 1909 display the forms of account obligatory upon insurance 
companies. 

The Act embraces all persons, companies, or corporations trans- 
acting (a) Life, (J) Fire, (c) Accident, {d) Employers’ Liability 
Insurance, and (e) Bond Investment Business. 

Deposit , — Every company transacting life assurance must deposit 
with the Paymaster-General of the Supreme Court a permanent 
deposit of £20,000, and all companies registered after July i, 1910, 
must deposit a further sum of £20,000 for each of the other kinds of 
insurance business conducted by them — (a) to [e) above. These regu- 
lations are modified by SS. 31 and 32 of the Act of 1909, as follows 
(i) Neither deposits nor separate funds are necessary in the case of 
Fire and Accident business if the company has made a deposit in 
respect of any other class of insurance. (2) In the case of Employers’ 
Liability and Bond Investment business, when the separate funds have 
reached £40,000, the original deposit of £20,000 is refunded if deposits 
have been made in respect of any other class of business. Companies 
transacting Re-insurance business exclusively have been held liable to 
make the usual deposit. 

Accounts . — Separate Revenue Accounts must be presented and 
separate funds be kept for each class of business transacted. Each 
separate fund is to be the security of the policy holders of that class, 
and is not to be applied except for their service. The Auditors must 
certify that this regulation has been complied with. 

At the end of each financial year, the company must prepare (a) 
Revenue Account (First Schedule) for each particular class of business ; 
{b) Profit and Loss Account (Second Schedule), except where the 
company carries on one class of business only ; (c) Balance Sheet 
(Third Schedule). These accounts must be printed, and four copies 
must be deposited with the Boai'd of Trade within six months of the 
close of the period to which they relate. These accounts are subject 
to audit under the provisions of the Companies Act, 1929, and 
Shareholders and policy holders are entitled to copies of them. 
The Fourth Schedule consists of the Valuation Balance Sheet dealt 
with above. The prescribed forms for the above accounts are shown 
on pp. 727-731 • 

It will be noted that the Statutory form of Balance Sheet enforces 
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To Net Liability under Life A^urance and Annuity Transactions (as By Life Assurance and Annuity Funds (as per Balance Sheet under 

per summary statement provided in Fourth Schedule [A]) . . Schedule 3) 

„ Surplus, ii any »» Dehciency, if any 
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publication of full details of the assets held. The power of an assurance 
company to meet its obligations is of paramount concern to the assured. 
Hence the object of the legislature is to ensure that full material for 
judgment shall be available. 

The Revenue Account is a simple Income and Expenditure 
Account (with the sides reversed), the object of which is to show the 
growth or decline of the Funds in Hand available to meet the Com- 
pany’s liabilities. The Profit and Loss Account is necessary only 
where more than one class of business es transacted. It then takes the 
place of the Appropriation Account of commercial usage, combining 
the profits of the several departments, and showing the dividends and 
bonuses paid. If the Company is a limited company, the Balance 
Sheet (Schedule B) may be filed with the Registrar as “ the statement 
in the form of a Balance Sheet.” 

The Accounts of British Assurance Companies are published 
annually by the Board of Trade and form a bulky Blue Book. 

The student who desires to follow Assurance matters in more 
detail than is possible in this place is referred to the author’s 
Accounting, pp. 792-837. 


EXAMINATION QUESTIONS 

1 . What statute now regulates tlie accounts of Assurance Companies ? 
Briefly describe the accounts which a Life Assurance Company is under 

obligation to publish. (Royal Society Arts.) 

2 . In connection with Insurance, what do you understand by the follow- 
ing : Mutual Companies ; Tariff Companies ; Surrender Value ; Quin- 
quennium ? (Chartered Accountants^ 

3 . Explain the following class of policies in connection with Assurance : 
Endowment; Whole Life ; Without Profits. (Central Association Accountants.) 

4 . What is meant by a “ Quinquennial Valuation ” in connection with 
life assurance accounts ? Submit a pro~forma Valuation Balance Sheet showing 
the results of a quinquennial valuation. (Royal Society Arts.) 

5 . Give a pro-forma Valuation Balance Sheet of an Assurance Company. 
Contrast the methods of ascertaining profits employed by an Assurance 

Company with those of a commercial undertaking. (London Chamber Com- 
merce.) 

6. Under what heads should investments, other than Mortgages, of a 
Life Insurance Company be classified in the Balance Sheet so as to comply 
with the provisions of the Life Assurance Companies Acts ? (Chartered 
Accountants.) 

7 . The following item appeared in the Balance Sheet of an Assurance 
Company : Loans on the Company’s Policies within their Surrender Value, 
£45,986. Explain the meaning of this item, and describe the steps you 
would take to verify it as auditor to the Company. (Chartered Accountants.) 

8. Briefly describe the form and scope of the annual accounts rendered 
obligatory on Assurance Companies by the Assurance Companies Act, 1909. 

Select one only of these accounts, and contrast it with an account of like 
nature prepared for similar purposes by a commercial company. (Royal 
Society Arts.) 
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9. Explain the meaning of the undermentioned items which appeared 
in the annual accounts of a Life Assurance Company, and slate where they 
should appear in the published accounts of the Company : Life Assurance 
Fund at the beginning of the year, £4,099,971 ; Income Tax (less rebate) 
paid on interest, dividends, etc., £8,958 ; Claims, £198,487 ; Consideration 
for Annuities granted, £36,452 ; Deposit with the High Court, £20,440 ; 
Mortgages on Property within the United liingdom, £409,489 ; Claims 
admitted but not paid, £66,431. (Chartered Accountants.) 

10. Show the following amounts in the form prescribed in the First 
Schedule to the Assurance Companies Act, 1909 : — 

Amount of Fund at beginning of year, £1,410,000; Annuities payable, 
£14,800; Bonuses in cash, £2,700; Transfer and other fees, £150; Profit 
on Reversions, £5,010 ; Tran^f^;- from. Gen eral. .Fund. /2. 600.: Interest 
and Dividends, £63,030; Ulaims, £5i,50oTciaims Ey Slaturity, £28,100; 
Consideration for Annuities Granted, £9,060 ; New Premiums, £19,060 ; 
Renewal Premiums, £118,000; Surrenders, £8,700; Commission, £6,100; 
Expenses of Management, £15,010. (Incorporated Secretaries) 

11. Prepare Revenue Account and Balance Sheet, as on December 31, 
1933, of the Popular Mutual Assurance Company, the following being the 
Ledger Balances: Assurance Fund, December 31, 1932, £739,100; Assign- 
ment Fees. Xsq : Annuities, £2,500 ; Agents’ and other Debit Balan^, 
£2,750 ; “"British Government Securities, '£119,600; Consideration for 
Annuities granted, £6,200; Claims paid and outstanding, £51,800; Com- 
mission, £1,600 ; Claims admitted but not paid, £8,500 ; Cash at Bankers, 
£9>355 ! Cash in hand, £75 ; Deposit with the High Court, £20,000 ; Expenses 
of Management, £4,700 ; Foreign Government Securities, £33,800 ; Freehold 
Ground Rents, £46,900 ; House Property, £84,500 ; Interest, Dividends, 
and Renta, £29,400 ; Income Tax on Dividends and Rents, £6,650 ; Indian 
and Colonial Government Securities, £14,700 ; Interest accrued but not yet 
payable to the Company, £6,500 ; Loans on Reversions, £5,200 ; Loans 
on Policies, £53,100; Mortgages in the United Kingdom, £211,800; Out- 
standing Premiums, £8,420 ; Outstanding Interest, Dividends, and Rents, 
£700; Office Fixtures and Furniture, £1,200; Premiums, £52,600; Railway 
and other Debenture and Debenture Stocks, £137,200 ; Railway and other 
Preference Stocks and Shares, £12,000 ; Surrenders, £3,400 ; Sundry 
Creditors, £2,600. (Chartered Accountants.) 

12. Make out in the form prescribed the accounts of the Samaritan 
Assurance Society from the following : Assurance Fund, January ist, 
£260,042 ; Assurance Fund, December 3tst, £258,999 ; Premiums, £18,195 ; 
Outstanding Premiums, £2,335 ; Loans on Society’s Policies, £14,767 ; 
Consideration for Annuities granted, £850; Claims by death, £19,698; 
Commissions, £544 ; Expenses of Management, £2,344 ; Reductions allowed 
to members on their Premiums, £1,860; Interest, Dividends, and Rents, 
£9,050; Annuities, £1,173; Mortgages on Property, £70,369; British 
Government Securities, £57,634; Railway Shares, £112,746; Profit on 
Reversions fallen in, £2,156; Outstanding Interest and Rents, £1,081; 
Balances due by Agents, £66 ; Claims admitted but not paid, £4.177 ; Depre- 
ciation on Investments, £3,975; Surrenders, £1,700; Sundry Creditors, 
£836 ; Loans on Personal Security, £687 ; Accrued Interest, £2,269 ; Cash 
in hand, £2,058. (Chartered Accountants) 

13. Prepare a Revenue Account and Balance Sheet from the following 
list of balances in the books of a Life Assurance Company : — 

Assurance Fund at the beginning of the year, £3,600,000 ; Annuities Paid, 
£12,500 ; Bonuses to Policy Holders, £15,000 ; British Government Securities, 
£190,000 ; Consideration for Annuities granted, £14,000 ; Claims Admitted, 
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but not paid, £14,500 ; Claims Paid, £380,000 ; Commission Paid, £27,000 ; 
Cash at Bank, £45,000 ; Expenses of Management, £37,000 ; Indian and 
Colonial Government Securities, £110,000 ; Interest and Rents received, 
£130,000 ; Loans on Company’s Policies, £380,000 ; Leasehold Ground 
Rents (Investments), £6,000 ; Mortgages within the United Kingdom, 
£800,000 ; Mortgages on Rates, £i ,300,000 ; Other Sums owing by the 
Company, £1,200 ; Outstanding Premiums and Agents’ Balances, £56,000 ; 
Outstanding Interest (receivable), £57,000 ; Premiums, £460,000 ; Premises 
and Furniture, £36,000 ; Reserve Fund, £150,000 ; Rent Charges (Invest- 
ments), £36,200 ; Railway and other Debentures, £1,150,000 ; Surrenders, 
£42,000. {Chartered Accountants.) 

14 . From the following Trial Balance prepare Balance Sheet and Revenue 
Account of the Life Assurance Society : — 

Mortgages on Property within the United Kingdom, £400,000 ; Mortgages 
on Property out of the United IGngdom, £50,000 ; Loans on Life Interests, 
£100,000 ; Loans on Reversions, £200,000 ; Loans on Society’s Policies 
within their Surrender Values, £600,000 ; Investments : Municipal Securities, 
United Kingdom, £500,000 ; Indian and Colonial Government Securities, 
£1,000,000 ; Freehold Ground Rents, £800,000 ; Reversions, £500,000 ; 
Outstanding Premiums, £50,000 ; Outstanding Interest, Dividends, and 
Rent, £10,000 ; Surrenders on Business within the United Kingdom, £20,000 ; 
Surrenders on Business outside the United Kingdom, £1,000 ; Cash in hand, 
£50,000 ; Claims admitted, but not paid (Cr.), £10,000 ; Claims on Business 
within the United Kingdom, £200,000 ; Claims on Business outside the 
United Kingdom, £10,000; Sundry Creditors, £15,000; Amount of Life 
Insurance Fund at beginning of year, £4,000,000 ; Expenses of Management, 
£20,000 ; Premiums on Business within the United Kingdom, £480,000 ; 
Premiums on Business outside the United Kingdom, £6,000. 

Note. — £to,ooo Indian and Colonial CJovernment Securities have been 
deposited with the Governnient of the Cape of Good Flope in respect of Life 
Assurance business. {Incorporated Accountants.) 



Chapter XX 

BANK BOOK-KEEPING 

[Note. — The subject nf banking generally is treated in Chapter XXII, 
pp. 789-820. This chapter deals with the book-keeping system adopted by banks. 
No details can be given here of the various labour-saving machines now popular 
in banking ciioles. Principles only can be dealt with.] 

The business of a banker is practically a cash business, and although 
it is not very complex, and subject to strict routine, yet the voluminous 
transactions, and the necessity for keeping the posting of the books 
abreast of the transactions, so that the bank may know how it stands 
as regards each customer individually, and its own position at the close 
of every day’s business, make it imperative to employ special methods 
of posting. Unless the books are written up minute by minute, over- 
drawn accounts, with consequent bad debts, cannot be avoided. To 
meet this necessity for prompt entry of all transactions, banks have 
adopted the slip-system of posting. As the student is aware, this is 
not a system of book-keeping, but a method of rapidly posting books 
kept on double-entry principles. It is more fully employed by banks 
than by any other class of undertaking. 

The current accounts of customers are kept posted continuously 
by means of slips, i.e. forms filled up either by the customers them- 
selves, or by the bank officials. Eighty-nine per cent, of the 
payments into banks consist of cheques, bills, etc., and ii % of notes, 
coin, etc. 

When cheques and cash articles are paid in to credit by customers, 
they are, as everybody knows, detailed ii^aying-in slips, the form of 
which needs no illustration here. .Tho^ceiving cashier enters this 
paying-in slip in his Cash Book, and, hiving done so, passes it on to 
the Waste Book keeper for analysis. The keeper of the Waste Book 
hands it to the Ledger keeper to be posted, and from him it passes to 
those responsible for writing up the Pass Books. In a similar way, 
the original cheques drawn on the bank by its customers are utilised 
as posting slips, and these furnish material for the debits in the current 
Account Ledgers and the Pass Books. 

It will easily be seen from the above that the double-entry is effected 
with the minimum delay. The cashier paying a customer’s cheque over 
the counter, enters the amount in his Cash Book. At the end of the 
day, all these payments are aggregated and posted through the General 
Cash Book to the credit of the Cash Account in the General Ledger, 
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This disposes of the credit entry. The cheques are handed, as they are 
paid, to the clerks who keep the current Account Ledgers, and are 
posted by them to the debit of the customers’ current accounts, thus 
completing the double-entry. Subsequently the cheques are entered, 
to the customers’ debit in the Pass Books. 

By utilising slips in this way, numerous ledger keepers can post 
the ledgers almost as quickly as the transactions occur. This would 
be impossible if the usual bound books of original entry were employed. 

Transactions that are not covered by original documents are posted 
by means of dockets, i.e. by forms filled up by the bank’s own staff. 
Such transactions may concern bills discounted, coupons collected, 
cheque books supplied, loans advanced, interest charged or allowed, 
etc. Two specimen dockets appear below : — 


NATIONAL PROVINCIAL BANK LIMITED 

Princes Street, E.C. 

June 28, 19. . 

Debit George Dickson, Current Account for transfer to 
Deposit Account 

liuo ; 0 : 0 L.C.C. 

Accountant 


This docket results from instructions received by the bank from 
George Dickson to transfer ;(^ioo from his Current Account to Deposit 
Account. 



June 30th, 19. . 

Debit John Smith 

£,100 


For Interest on Loan 

to 

date 


Lloyds Bank Limited. 

L. C. C. 


This docket is made out by the bank staff in order to debit John 
Smith with interest on his loan to date. 
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It will be appreciated that the paying-in slips, paid cheques, and 
dockets are in effect loose journal entries from which the books are 
posted. A large proportion of a bank’s staff is continuously employed 
in posting into current account ledgers and other books these loose 
journal entries. All the records made are interdependent and inter- 
locking, and, in many cases, are arranged to pass through more than 
one pair of hands, as a safeguard against fraud. 

A Bank’s Books. 

The items which compose a typical bank Balance Sheet are shown 
and explained on pp. 812-15. These items indicate the Accounting 
requiiements of a bank, and the financial and other books that must 
be provided to meet those requirements. 

Pass Books. — ^These are issued to all customers who keep current 
accounts with a bank, and also to customers who keep deposit accounts. 
They serve to record all transactions between a bank and its customers, 
and to show the state of the account as between banker and customer. 
The pass book is the property of the customer, but all the entries in 
it must be made by the bank.* 

The precise legal effect of entries in a pass book has never been 
exactly determined. Entries in favour of a customer are pnmd-facie 
evidence, but not conclusive evidence, against the banker. A banker 
may prove that an entry to a customer’s credit is erroneous, and, if 
it is erroneous, the quicker he does so the better. But he cannot 
recover the amount wrongly credited, if the customer is able to show 
that in good faith and relying upon the accuracy of his pass book he 
was induced to alter his position, i.e. to spend money that otherwise 
he would not have spent. A business man would not, as a rule, find 
it easy to establish his good faith in taking advantage of a wrong entry 
to credit. But it would be otherwise with, e.g., an army officer on 
active service whose account was replenished by payments in made on 
his behalf by an army agent {Skyring v. Greenwood, (1825) ; Holt v. 
Markham, [1923]). 

As regards entries against the customer, little more can be said than 
that, before a customer can be estopped from denying their accuracy, 
he must have been guilty of such negligence as to have caused the banker 
to alter his position detrimentally, or to have acted in such a way as 
to lead to the inference that he had treated the record in the pass book 
as a settled account. It is impossible to say, in the absence of any 
legal decision on the points, what conduct would constitute such 
negligence, or amount to an acknowledgment that the account was 
settled. 

Prudence and sound business suggest that the banker should 

* The introduction of mechanical book-keeping has now resulted in the 
“Pass-Book” being a loose-leaf binder for which the bank provides loose sheets 
recording the copies of the entries made in the customer’s Account. 

48 
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make \ip and send out the pass book at frequent and regular intervals, 
and the customer should carefully check the book, and immediately 
point out any inaccuracies, and this is the course followed. 

Pass books are usually ruled in ordinary ledger form as follows : — 

National Provincial Bank, Ltd. 


In Account with W. Black. 


19... 



£ 

s. 

d. 

19... 



£ 

S. 

d. 

Jan. I 

7 0 Balance .. .. 


34* 

10 

0 

Jan. 6 

Bv J. Robinson .. .. 



4 

2 

n 5 

„ War Loan Interest 


31 

5 

0 

„ 8 

Self 


30 

0 

0 

s 

,, Cheq.ues .. .. 


94 

0 

0 








Payments in are recorded on the debit side ; withdrawals on the 
credit side, thus showing the position from the customer’s point of 
view. It is the usual practice for auditors to apply direct to the bank 
for a certificate of the bank balance at the closing date of the accounts 
under audit. In most cases a Reconciliation Statement will be necessary 
in order to agree the amount certified with the Cash Book balance 
at the closing date. 

The General Ledger. — This is the key ledger of a bank’s 
accounting system. It contains adjustment accounts recording, in 
totals, the bank’s assets, liabilities, profits, and losses, and their daily 
fluctuations. The ledger is self-balancing, and a Trial Balance extracted 
from it enables a Profit and Loss Account to be prepared expeditiously. 
Behind, and in support of, this ledger, there are numerous subsidiary 
ledgers and registers containing the detail of which the totals appearing 
in the General Ledger are composed. These ledgers “ agree ” with 
and explain their relative ledger accounts in the General Ledger. 
Totals only are entered in the General Ledger, and these represent 
the mass of detail arising out of the day’s work, under each heading. 
Thus, for example, all cash paid in by customers during the day, 
appears in one total in Current Accounts of Customers’ Account. 
At the close of each day, the detail balances of any single subsidiary 
ledger, or group of subsidiary ledgers, should agree with the relative 
account in the General Ledger. A list of accounts usually found in 
a bank’s General Ledger, and a specimen account appear on p, 739. 

On p. 740 is a specimen Trial Balance extracted from the 
General Ledger of a Bank. It is suggested that the student prepare 
from it a Profit and Loss Account and Balance Sheet in the form 
adopted by Banks. 

Answer ; Credit balance of P. and L. Account, ,^356,788 14s. 3d. ; 
Balance Sheet totals, ,^21,143, 612. irs. 5d. 



GENERAL LEDGER ACCOUNTS. 
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fifoxE. The Curreat Accounts Ledgers Adjustment Account shown above has been closed and balanced as on January 3rd for purposes of illustration ; 

actual practice the accounts in the General Ledger are ruled oft at periodical intervals, e.g, monthly or half-yearly. 
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The Loamshire Bank, Limited. 

GENERAL LEDGER TRIAL BALANCE, DECEMBER 31, 19... 

Dr. Ch. 


Share Capital, i, 000, 000 shares of ,£10 

each, £i paid 

Reserve Fund, invested in 5 % War 

Loan 

Current Accounts 

Deposit Accounts 

Acceptances for Customers 
Indorsements and Guarantees . . 

Cash 

Bank of England 

Foreign Correspondents 

Short Loans 

Investments 

Investments on account of Reserve 
Fund, 5 % War Loan, 1929/47, 
jCsSS.SSS Its. rd. Stock at 90 .. 

Bills Discounted 

Loans and Advances to Customers . . 

Bank Premises 

Customers’ liability for acceptances . . 
Indorsements and Guarantees per 

contra 

•Interest received 

•Commission 

•Discount 

Profit and Loss Account, Balance 

brought forward 

Interest paid 

General Expenses 

•Bad Debts written off 


£ s. d. £ s. d. 

r ,000,000 o o 

500,000 o o 
is,r22,rtr r4 9 
3,46o,rr6 2 2 

771.411 13 6 

37,010 o o 

rt3,268 19 5 

1,006,049 13 2 

too,2i9 r4 6 
3,24t,028 9 2 

4,441,26s r4 8 


500,000 o o 
3,rr4,r22 tg 3 
7,728,354 t3 o 
r26,890 r4 9 
771,411 t3 6 

37,010 0 o 

266,13s II 3 
22,126 19 8 
121,884 16 9 

114,668 17 9 

80,261 16 2 

91,212 14 9 
64,368 13 6 


£21,415,465 IS 10 £21,415,465 15 10 


Note. — Reserve £32,184 6s. 9d. for lebate on bills discounted. The 
Profit and Loss Account balance is the balance left on that account after 
the payment of a dividend amounting to £100,000 on February 3, 19... 
It is not deemed desirable in the interests of the Bank to make public the 
totals of those Revenue Accounts marked *. 

Day Book (Daily Summary) or General Cash Book. — This is 
a classified summary of the day’s transactions, grouping together, 
on appropriate sides, the total entries for the day as they appear in 
the Cash Books, Journals, and other books of original entry. The 
General Ledger is posted from this book, a specimen of which appears 
on p. 741. Although frequently called a Cash Book, it will be noted 
that the book combines the functions of a Cash Book with those of a 
Journal. 

Current Account Ledgers.— These are usually ruled as shown 
on p, 742 in cases where interest is allowed on current accounts, or 
as shown on p. 743 when no interest is allowed. 



GENERAL CASH BOOK. 
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CURRENT ACCOUNT LEDGER (With Interest Columns). 
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CURRENT ACCOUNT LEDGER (Without Interest Columns), 
Charles Hawkes, 1312 Browndean Road, W.C. 
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Notf— I n the above example the account is shown as ha-i-ing been closed and balanced on January loth ; in practice 
it is usuai'to rule off the accounts and bring down the balances at half-yearly intervals only. 
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If, in the latter ruling, only one “ Balance ” column is provided, 
debit balances are entered in red ink and credits in black ink. In 
some banks all ledger accounts are written up in triple column form, 
as shown in the current account on p. 743. 

Received (Counter) Cash Book. — Each receiving cashier is 
provided with a Cash Book ruled as under : — 


RECEIVED (COUNTER) CASH BOOK. 


Money. 

Notes. 

Name. 

Total of Credit. 

m 

1 

d. 



£ 


d. 



6 

£so 

lo/S 

337628/37 

Child Bros 

210 


6 

H 

i 

0 


Moore & Co 

IIS 


■ 


Note. — The first entry represents a payment in of £210 los. 6d. 
(£160 los. 6 d. coin and £$o in notes). The second entry represents a pay- 
ment in of £115 (£1^5 in coin and £100 in cheques) ; it will be noticed that 
the cheques received are included in the total column but are not stated 
separately in this book. 

The coin is placed by the cashier in his till, and the notes and 
cheques are pinned to the paying-in slip and passed over to the Waste- 
Book clerk seated immediately behind him. This clerk enters the 
items in his “ Received Day Book,” analysed according to the manner 
in which they will be collected by the Bank. The ruling of a Received 
Day Book is shown on p. 745. 

The notes are handed to special clerks to list and pay into the 
bank’s account at the Bank of England, and the cheques are passed on 
to the clearing department for presentation at the London Bankers’ 
Clearing House. Cheques on non-clearing banks go to the “ Walks ” 
department for collection by the “ Walks ” clerks. The paying slip 
itself is handed to the ledger keeper for posting. 

The register recording transactions with the Bank of England is 
called the “ Bank of England Book ” or “ Goldsmith’s Book,” a ruling 
of which is given on p. 745. Notes received by the Bank of England 
are not re-issued, but, after being cancelled, they are retained for 
seven years and then destroyed. 

Deposits. — Banks accept cash on deposit at interest from customers, 
repayable at short notice, usually seven days, or at longer periods of 
notice as may be agreed between banker and customer. The interest 
allowed on deposits varies with the bank rate, and for deposits at short 
notice would be at the rate of 2 % below bank rate. Customers 
frequently transfer amounts from current to deposit account, in cases 
wher? their cash accumulates beyond their immediate needs. Sugh 
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transfers are made by dockets and are recorded in a separate Deposit 
Register, containing the same information as illustrated in the Deposits 
Diary given below. Deposit receipts are sometimes issued to custo- 
mers. These are neither transferable nor negotiable. Usually, however, 
all transactions on deposit account are recorded in a Deposit Account 
Pass Book. Deposits received are recorded in the books of the bank’s 
receiving cashiers, and dockets are made out and entered in the 
Deposits Diary ruled as follows ; — 


DEPOSITS DIARY. 


Date. 

Customer’s Name. 

Interest 

Kate. 

Folio. 

Amount. 

Due 

Date. 

Repaid 

Date. 





t 

s. 



d. 




When deposits are repaid, they are passed through the paying 
cashier’s books, and the Deposits Paid Register. If deposits are re- 
transferred to Current Account, dockets are made out and entered 
in the Deposits Register, and the Customers’ Deposit Accounts are 
debited and their Current Account credited. All deposits are posted 
to the Deposits Ledger, ruled in parallel columns to record the deposits, 
withdrawals, balances, number of days, interest, etc. 

Paying Cashier’s Counter Cash Books. — Each paying cashier is 
provided with a Cash Book ruled as under : — 


PAYING CASHIER’S COUNTER CASH BOOK. 
(Supplementary Paid Cash Book.) 


Total. 

mm 

Numbers of Bank- 
notes. 

Amount of 
Notes. 

Money. 



Q 



£ 

s. 

d. 

£ 

M 


35 

Q 

Q 

C. Wrayson 

22621/3 

sis 

15 

0 

0 

20 

D 


5 

M 

M 

W. Higgins 




5 

H 


10 



C. Meyer 

13298 

10 

0 

0 


WM 

H 


1 

1 


i/io 





■ 

1 


Before paying a cheque, the cashier scrutinises the signature or 
signatures to the cheque, and the indorsements, if any, and satisfies 
himself that they purport to be correct and in order. If he is in doubt 
as to the genuineness of the customer’s signature, he compares it with 
the specimen signature of the customer in the bank’s signature book ; 
and if there is any doubt as to the customer’s balance being sufficient 
to meet the cheque, he refers to the customer’s current account in the 
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ledger. All paid cheques are entered at the time of paying in the Paid 
Cash Book, illustrated as under : — 


PAID CASH BOOK. 



The totals of the Paid Cash Book are entered, at the close of the 
day’s business, on the credit side of the General Cash Book, and are 
from there posted to the General Ledger. 

Bills of Exchange. — These occasion a very large but diminishing 
proportion of the book-keeping work of a bank. The cheque is the 
most popular instrument of payment, but the bill payable after sight 
or date plays a very important part in the settlement both of home and 
international indebtedness. The wholesale dealer requires cash ; 
the retailer wants credit, and both requirements are satisfied by the 
creditor drawing, the debtor accepting, and the banker discounting 
a bill of exchange payable on a future date. Bills of exchange received 


BILL DIARY. 


Ledger 

Foho. 

Acceptor. 

Folio. 

For Whose Credit at 
Maturity. 






£ 

s. 

d. 


Clutterbuck Bros., Ltd. . . 


Miles & Co 

500 

0 

0 


Butterworth & Sons, Ltd. 


A. Brown . . 

1,000 

0 

0 


Measonthwaite & Co. 


C. Day 

250 

0 

0 


A Ch lid Co 


B. Wray 

10 

0 

0 





£i. 7 f>t> 

0 

0 


Note. — The total (£i,?6o) is entered in the Cash Book for the day as a debits and the various 
customers are credited either direct from the diary or from credit slips made out to correspond 
with the entries it contains, 


by a banker for collection are termed short bills, or bills for collection. 
In foreign exchange transactions, any bill with not more than ten days 
to run before it reaches maturity is a short bill. Bills with unexpired 
currencies for periods up to six months are termed long bills. 

A banker who discounts a bill is holder of the bill for value. The 
customer must indorse the bill in blank before the banker will discount 
it, and then it becomes the banker’s property. Discounted bills are 
kept apart from bills paid in for collection, and treated separately in 
the banker’s books. 














Charles Marshaix & Co. 
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Short bills handed in for collection are attached to special paying-in 
slips and are handed to the bill office for record and collection. A 
small commission is charged for clearing Scotch and Irish bills. The 
bills are entered in specially ruled diaries according to their due dates. 
The maturities of each day are presented for payment. The receiving 
cashiers’ books are debited with the total hills due for collection, and 
the customers’ current accounts are credited. A form of Bill Diary is 
given on p. 747. 

A suitably ruled Bill Ledger, with an account for each customer, 
is also kept, the ruling of which is shown on p. 748. 

The outstanding balances in the Bill Ledger should agree, at any 
time, with the like information extracted from the Bill Diaries. 

When bills are purchased (discounted), the bank records them in 
a Bills Discounted Register, a ruling of which appears on p. 748. 
They are also' entered in a Bills Discounted Diary similar in form to 
that already given on p. 747. In order to keep a check upon the 
bills purchased from 'any one customer, a memorandum Discount 
Ledger is also kept. The “ maximum ” limit of accommodation 
fixed (if any) is recorded at the head of the customer’s account. 

When bills are discounted, posting slips are prepared crediting 
the customer with the face value of the bill, and debiting him with the 
discount charged, through the General Cash Book, and the General 
Ledger, “ Bills Discounted Account ” is debited with the daily total 
of the bills purchased, and Discount Account is credited with the 
total discount charged. When the bills mature, the cash books are 
debited, and Bills Discounted Account is credited with the total of the 
bills due each day as explained in the case of short bills. The pro- 
vision for rebate on bills not due is explained on p. 815. 

Acceptances. — As explained on p. 815, banks undertake to accept 
bills on behalf of customers who are required to satisfy foreign exporters 

ACCEPTANCE LEDGER. 

Bank of Idaho. 


Date 

Accepted 

Date Due 

Number 

Of Of 

Credit. Bill. 

Dr 

Cr. 

Balance. 

19. .. 




m 


n 

£ 

S. 

d. 

£ 

3 . 

d. 

Mar, I 

June 4 

3256 

1421 

200 

D 





200 

0 

0 


June 4 

Due 

Due 

■ 

1 

1 

200 

0 

0 





that the bills drawn upon them by those exporters will be duly paid. 
Customers so accommodated are charged a commission. Bills so 
accepted are entered in an Advice Book and an Acceptances Register 











SECURITIES RECEIVED REGISTER. 


750 HIGHER BOOK-KEEPING AND ACCOUNTS 





BANK BOOK-KEEPING 


75 1 

containing full details of each acceptance. Acceptance Diaries are 
also kept, similar in form to the Bill Diary already described and 
illustrated. A memorandum Acceptance Ledger is also kept containing 
an account for each customer for whom bills have been accepted. The 
customer is debited with the bank’s acceptances on his behalf, and 
credited as and when he pays the bills. These accounts therefore 
show at any time the acceptances outstanding on behalf of customers 
individually and collectively. The ruling of an Acceptance Ledger is 
given on p. 749. 

Securities. — Customers frequently deposit securities and other 
valuables with their bankers for safe custody ; and, in the case of bearer 
securities, request the banker to detach the interest coupons as they 
fall due, and collect them on their behalf, and also to notify them should 
any of the bonds be advertised as having been drawn for redemption. 
As a rule, bankers perform this service for their customers gratuitously. 
A banker has no lien on securities or other valuables deposited for safe 
custody, unless a lien be specially created. But where the banker 
detaches and collects coupons attached to securities, it would appear 
that he has a constructive lien on the securities to the extent of any 
moneys due to him, or that may become due to him, from the customer 
for whom he so acts, so long as they are in his custody. 

Securities thus held for safe custody are recorded in a Securities 
Received Register, as illustrated on p. 750. 

A memorandum Securities Ledger is also kept containing an account 
for each customer who deposits securities, in which a full description of 
the securities lodged and withdrawn is recorded. 

Where the securities or other valuables lodged for safe custody 
are contained in locked boxes, the banker takes no cognisance of the 
contents of the boxes. 

Loans to Customers. — Loans made to customers, and the interest 
accruing thereon, are posted by means of dockets, as already illustrated, 
and details are recorded in the Loans Ledger, in which an account for 
each borrower is kept, recording full details of loans made and the 
security deposited as cover. The ruling of a Loans Ledger is given 
on p. 750. 

Where overdrafts are allowed on current accounts, the maximum 
credit allowed is recorded at the head of the customers’ ledger account. 

Banks do not advance loans for indefinite periods. A Loans Diary 
is therefore kept recording the fixed due dates of all loans. 

EXAMINATION QUESTIONS. 

1. A banking institution has accepted bills drawn upon them on behalf of 
customers, payment to be provided for by the latter on or before maturity ; 
state how the respective responsibilities of the Bank and of its customers 
should be stated in the Balance Sheet of the Bank. {Chartered Accountants.) 

2. On November isth the Loamsliire Bank Ltd., purchased a two 
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months’ bill for £ioo, dated October 30th, drawn by William Archer and 
accepted by George Shaw. State the entries which the Bank would make 
when recording this transaction, and give the ruling of one of the books 
named by you as employed by the Bank. (Royal Society Arts.) 

3 . Explain briefly the methods employed in order to keep the books of 
a Bank constantly posted. 

On July 3tst, George Reimers paid in the following to his Bank in the 
City: Cheque (Geo. Smith, London), £15; Cheque (Robt. Robinson, 
London), £30 ; Gold, £10 ; Bank of England Notes, £20. 

Describe the passage of the above items through the books of the Bank 
from the moment of their receipt until credited to the account of George 
Reimers. (Royal Society of Arts.) 

4 . R. Craven opens a bank account on January ist with the Rosedale 
Banldng Company, and deposits on that date £1,000. He pays in as follows : 
January 20th, £500 ; March 20th, £600 ; May 20th, £700 ; and he draws 
out on February 20th £1,200, on April 20th £1,000, and on June 30th £500. 
Calculate the Bank Interest, counting S % on customer’s debit balances and 
3 % on credit balances, and close the account on June 30th. (Jncorporafed 
Accountants.) 

5 . Define the term " Bank Rate,” and show how the level of Bank Rate 
affects that of other interest rates. (Chartered Accountants.) 

6. Indicate the principal sources of profit accruing to a joint-stock bank 
carrying on business in England and Wales. (Chartered Accountants.) 

7 . Give two alternative rulings suitable for the Current Accounts Ledger 
of a Bank. From what materials are these ledgers written up ? (Royal 
Society Arts.) 

8. On January 2sth, John Smith called at the Union Bank of London 
and paid in the following : — 


Gold 25 

Bank of England Notes 50 

Cheque drawn on the Old Bank, York 62 


Cheque drawn on the Joint Stock Bank, Princes Street, E.C. . . 41 

£178 

Trace the history of the above items as they would appear in the books of 
the Union Bank of London. (Royal Society Arts.) 

9 . I paid into my Current Account with the National and Provincial 


Bank, Ltd., on October 19th, the following : — 

£ s. d. 

Gold Coin 500 

Silver and Copper Coin 015 9 

Bank of England Notes 10 00 

Cheque on the Bank of England 1512 6 

Town Cheques on various Banks 3914 2 

Cheque on the National and Provincial Bank, Ltd 1624 


£87 4 ’9 


Rule the following forms and enter therein the foregoing items as far 
as the various forms are concerned : (i) Paying-in Slips ; (2) Receiving 
Cashier’s Counter Cash Book ; (3) Received Waste Book ; (4) Bank of 

England Book. (London Chamber Commerce.) 
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10 . I diew a cheque on ray Cui rent Account for £55, which I piesented 
for payment across the counter, taking £5 in gold, £5 in silver, and the 
remainder in £5 Bank of England notes. 

Rule a form of Paying Cashier’s Counter Cash Book, and enter in it the 
foregoing transactions. {Royal Society Arts.) 

11 . Give a ruling suitable for use in the Current Accounts Ledger of a 
Bank. Enter six specimen transactions therein ; and explain the advantages 
of the form you advocate. (London Chamber Commerce) 

12 . Describe the principal books of account (not more than six) used in 
Banidng. (Chattered Accountants) 

13 . Explain the meaning of the following items extracted from the 
Balance Sheet of a Bank : (a) Rebate on Bills not due (liability side) ; 
(b) Money on short notice (assets side) ; (c) Liabilities of customers on 
acceptances as per contra (assets side) ; (d) Liabilities by indorsement on 
foreign bills sold (liabilities side). (Chartered Institute Secretaries.) 

14 . Describe the ordinary routine of discounting a bill of exchange, the 
entries to be made in the bank’s books, and the nature of the enquiries 
necessary. (Chartered Secretaries) 

15 . After writing up the Profit and Loss Account, the General Ledger 
balances of the Conservative Bank, Ltd., as on December 31st, were as 
follows : Paid-up Capital, £1,300,000 ; Cash at Bank of England and in 
hand, £2,600,980 ; Customers’ Current and Deposit Aecounts, £17,580,000 ; 
Bills l 3 iscounted. Loans and Advances, £14,482,000 ; Freehold Premises, 
£380,000 ; Rebate on Bills Discounted, not yet due, carried to next account, 
£24,300 ; Reserve Fund, £1,200,000 ; English Government Securities, 
£1,250,000; Other Government Securities, £520,000; Profit and Loss 
Account (undistributed balance), £110,680; Securities pledged with public 
bodies, £81,000 ; Indian and Colonial Securities, £1,101,000. On the same 
date (December 31st) the acceptances on behalf of customers, and for 
which they were liable, appeared in the Acceptances Book of the Bank at 
£1,725,420. Prepare a Balance Sheet as on December 3tst. (London 
Chamber Commerce) 

16 . From the following figures prepare the Profit and Loss Account 
and Balance Sheet of the B. C. Banidng Company, Ltd., at December 31st : 
Capital, £2,000,000 ; Reserve Fund, £1,000,000 ; Cash at Head Office, 
Branches and Bank of England, £4,685,459 14s. id. ; Loans at Call, 
£2,920,183 14s. 8d. ; Interest paid to Customers, £67,599 ns. 7d. ; Profit 
and Loss Account Balance, June 30, 1916, £61,685 tas. ; Investments : Consols, 
£6,950,248 17s. id. ; Colonial Stock, £950,127 3s. gd. ; Corporation Stock, 
£1,209,246 i8s. ; Other Securities, £12,732 us. sd. ; Salaries and Expenses, 
£217,196 IIS. 6d. ; Current and Deposit Accounts, £34,450,116 7s. lod. ; 
Liabilities on Acceptances, £3,234,502 18s. 6d. ; Discounted Bills Current, 
£io,z4o,o 79 14s. 4d. ; Advances to Customers, £10,434,135 12s. 4d. ; Rebates 
on Bills not due carried to next Account (debit Profit and Loss Account), 
£27,207 6s. 3d. ; Liabilities of Customers for drafts accepted by the Bank 
(as per contra), £3,234,502 18s. 6d.; Freehold Pieraises, Fixtuies, and Fittings, 
£488,127 5S. 3d. ; Amount now written off Premises Account, £20,000 ; 
Gross Profit for Half-year, £553,335 14s. id. (Incorporated Accountants) 

17 . From the following p.<irticulars prepare the Profit and Loss Account 
for the half-year ended December 31st and Balance Sheet at that date 
of the Security Banking Company, Ltd. Before doing so transfer £50,000 
to Reserve Account ami write off £30,000 from Premises Account ; bring 
into •account Rebate on Bills Discounted. £40,600, and Acceptances on 
Account of Customers, £1,560,000. 
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Investments in British Government Securities, £6,530,220 ; Advances to 
Customers, £20,840,450 ; Current and Deposit Accounts, £so,3o8,'?30 ; Cash 
in hand and at Bank of England, £7,560,680 ; Salaries and all Expenses, 
including Auditors’ and Directors’ Fees, £300,880 ; Profit and Loss Account, 
Cr. Balance at July 1st, £90,890 ; Bank Piemises, £630,000 ; Investment in 
India Government Securities, Guaranteed Stock and Debentures, £3,566,840; 
Loans at Call and Short Notice, £3,740,530 ; Reserve Fund, £2,500,000 ; 
Investment in Metropolitan and other Corporation Stocks, £1,876,540; 
Discounted Bills, £8,940,570 ; Interest Paid to Customers, £160,830 ; 
Capital Subscribed, £4,000,000— Paid up, £1,000,000 ; Gioss Profit, 
£548,420 ; Investments in “ Other Securities,” £300,500. {Central Asso- 
ciation Accountants.) 

18 . Draw up a rough Balance Sheet of an English joint-stock bank (other 
than the Bank of England) and explain the significance of the items included 
in it. {Chartered Secretartes .) 



Chapter XXI 

BILLS OF EXCHANGE. CHEQUES. PROMISSORY NOTES 


[Notes. — For a complete exposition of tins subject and banidng generally, 
the student should consult H P. Sheldon's Piactice and Law of Banking 
(price I2S. 6d.), a text-book recommended by the Council of the Institute 
of Bankers. On Commei cial Law, the student is directed to H. W. Disney’s 
Elements of Commercial Law (price 3s. 6d.). 

The references throughout this section are to the Bills of Exchange 
Act, 1882, unless otherwise stated.] 

The law governing Bills of Exchange, Cheques, and Promissory Notes 
is contained in the following Statutes : The Bills of Exchange Act, 
1883 ; the Bills of Exchange {Crossed Cheques') Act, 1917 ; and the 
Bills of Exchange {Time of Noting) Act, 1917. The rules in bankruptcy 
relating to these instruments continue to apply thereto, notwithstanding 
anything contained in these Acts, and so also do the rules of common 
law * and the law merchant,! in so far as they are not inconsistent with 
any of the express provisions of the Acts. 

Bills of Exchange, Cheques, and Promissory Notes belong to that 
limited but highly important class of commercial documents known 
as Negotiable Instruments, A negotiable instrument is a document 
containing a contract to the ownership of which document are attached 
all rights under the contract. The bona-fide possessor of such a docu- 
ment is presumed to be the lawful owner of it. The document with 
all the rights conferred by it can be transferred by one person to 
another, sometimes by mere delivery, sometimes by delivery accom- 
panied by indorsement of the document, and the person to whom it 
is transferred, provided that he takes it in good faith, takes it free from 
any rights that could be enforced against the transferor, and free 
from any defect in the transferor’s title to the document. It will be 
seen that negotiable instruments are an exception to the general rule 
of law that one party to a contract cannot assign his rights under the 

* The Common Law is that great body of law which has never been 
formally enacted by any legislative power, but is founded upon tradition 
and the immemorial and general custom of the realm, as interpreted by the 
judges. Since it does not originate in any formal enactment it is often called 
“the unwritten law.” Statute Law consists of Acts of Parliament, and is 
often called “ the written law,” in contradistinction from the Conamon Law 
(Disney, Elements of Commercial Lam, p. i). 

t The Law Merchant resembles the Common Law in being unwritten, 
but it depends on commercial usage, which, having become universal, is 
recognised by the Courts as binding, but which may be of modern origin 
(Disney, op, cit., p. i). 
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contract to a third party, except subject to any existing rights which 
the other party to the contract may have against him. 

Examples of negotiable instruments are : Bank Notes, Bills of 
Exchange, Cheques, Promissory Notes, Dividend Warrants, Exchequer 
Bonds, Debentures payable to bearer. A Bill of Lading has some of 
the qualities of a negotiable instrument, but it is not a fully negotiable 
instrument, because no one who takes a bill of lading can acquire a 
better title to the goods represented by it than has the person who 
transfers it. 

I. Bills of Exchange. 

Uses of the Bill of Exchange. 

(a) It affords a cheap and safe means of remittance, avoiding 
the transfer of actual cash. Since a bill of exchange may be freely 
negotiated, the same bill may effect many transfers of funds, and so 
settle many debts, before it is finally discharged. 

(b) It is a great instrument of credit, enabling the seller of goods 
to give credit to the buyer, and at the same time obtain ready cash 
for himself. For example ; A manufacturer sells to a merchant 
£ioo worth of goods, one of the conditions of sale being that the 
buyer shall accept the seller’s bill of exchange payable three months 
after date for the price of the goods. The seller draws, and the 
buyer accepts, the bill. The seller then indorses the bill in blank, 
takes it to his banker, who discounts the bill. That is, the banker 
immediately credits his customer’s account with the amount of the 
bill, less the charge for discounting. If discount rate were 6 % p. a., 
the amount credited would be ;£ioo less J of ^6 = los. If 
the bill be duly paid at maturity, the banker retains the £ioo ; if 
it be not paid, he returns the bill to the customer and debits him 
with £100, plus any expenses incurred. Alternatively, where the 
circumstances warrant such a step, the banker retains the bill, and 
sues as holder for value, the parties to the bill. 

(c) An accepted bill of exchange is better evidence of debt 
than an ordinary open book debt. In the first place, a bill fixes 
the date of payment. Secondly, if a debtor is sued for recovery of 
an open book debt, he may defend the action on any ground 
available to him. But if he has accepted a bill of exchange for the 
amount, then, provided he has received due consideration for his 
acceptance, he has no defence if he dishonours the bill. The drawer 
may apply for summary jurisdiction, since the damages upon dis- 
honour are liquidated damages (see p. 770). 

Legal Definition of Bill of Exchange. — A bill of exchange is 
an unconditional order in writing, addressed by one person to another 
signed by the person giving it, requiring the person to whom it is 
addressed to pay on demand or at a fixed or determinable future time 
a sum certain in money to or to the order of a specified person or to 
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bearer (S. 3 [i]). An instrument that does not comply with these 
conditions, or which orders any act to be done in addition to the pay- 
ment of money, is not a bill of exchange (S. 3 [2]). 

The points to note about the above definition are that to be a bill 
of exchange the instrument must be : — 

(a) “ An order.” Not a prayer or entreaty but a command. 

(A) “ Unconditional.” An order to pay out of a particular fund 
is not unconditional, but an unqualified order to pay, coupled with 
an indication of a particular fund out of which the drawee is to 
re-imburse himself, or a particular account to be debited with the 
amount ; or a statement of the transaction which gives rise to the 
bill, is unconditional (S. i [3]). 

(c) “ In writing.” Writing includes print and typewriting. 

(d) “ Addressed by one person to another.” The word “ per- 
son ” includes a body of persons whether incorporated or not (S. 2). 
The person addressing the order is called the d; azver ; the person 
to whom the order is addressed is termed the drawee. The drawee 
must be named or otherwise indicated in a bill with reasonable 
certainty. A bill may be addressed to two or more drawees whether 
they are partners or not, but an order addressed to two drawees in 
the alternative, or to two or more drawees in succession is not a bill 
of exchange (S. 6). 

(e) “ Signed by the person giving it.” It is not necessary that 
the drawer should append his signature to the order at the time of 
making it. He may do so subsequently after acceptance, but until he 
does, the instrument is inchoate, i.e. incomplete. The drawer 
need not sign the order by his own hand ; he may do so by his 
agent duly appointed for the purpose. 

(/) “ Recjuiring the person to whom it is addressed to pay on 
demand, or at a fixed or determinable future time.” A bill is payable 
on demand, w'hen it is expressed to be so payable, or expressed to 
be payable “ at sight,” or “ on presentation,” or when no time for 
payment is expressed, or when a bill is overdue and it is then accepted 
or indorsed (S. lo). “ Fixed Time,” i.e. when a bill is expressed 
to be payable on a specific future date, e.g. “ On the 30th September, 
19 — fixed pay.” ” Determinable future time,” i.e. when a bill 
is expressed to be payable at a fixed period after date or sight, e.g. 
“ Sixty days after sight pay,” or “ Three months after date pay ” ; 
or on, or at a fixed period after, the occurrence of a specified event 
that is bound to happen, e.g. “ One year after my death pay.” But 
an instrument drawn payable on or after the occurrence of a specified 
event that may or may not happen is not a bill of exchange, since no 
bill can be made payable on a contingency. Thus to draw an instru- 
ment in the following terms, “ On the arrival of the s.s. Cormorant 
at Southampton pay ” is not a bill of exchange, since the Cormorant 
may never arrive at Southampton (S. ii). 
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{g) “ A sum certain in money,” The sum may be expressed to 
be payable with interest ; or by stated instalments ; or by stated 
instalments with a provision that upon default in payment of any 
instalment the whole shall become due ; or according to an indicated 
rate of exchange, or a rate of exchange to be ascertained as directed 
by the bill. Where in a bill the words and figures differ in amount, 
the amount indicated by the words is the sum payable ; and where 
a bill is payable with interest, unless the instrument otherwise 
provides, interest runs from the date of the bill, or if it is undated 
from the issue thereof (S. 9). A bill is not invalid by reason that 
it is not dated, or ante-dated, or post-dated, or that it bears date on 
a Sunday (S. 3 [4]). And where a bill expressed to be payable at a 
fixed period after date is undated, or where the acceptance of a bill 
payable at a fixed period after sight is undated, any holder may 
insert what he, in good faith, believes to be the true date of issue or 
acceptance, and the bill shall be payable accordingly (S. 12) 

(h) “ To or to the order of a specified person.” The specified 
person is termed the payee of the bill. A bill is payable to order which 
is expressed to be so payable, or which is expressed to be payable to 
a particular person, and does not contain words prohibiting transfer 
or indicating an intention that it should not be transferable (S. 8 [4]). 
The payee must be named or otherwise indicated therein with 
reasonable certainty. A bill may be made payable to two or more 
payees jointly, or in the alternative to one of two, or one or some of 
several payees. A bill may also be made payable to the holder of 
an office for the time being, e.g, “ Pay to the Secretary of the Gas 
Light and Coke Company ” (S. 7). 

(t) “ Or to bearer.” A bill is payable to bearer which is expressed 
to be so payable, or on which the only or last indorsement is an 
indorsement in blank (S. 8 [3]). Where the payee is a fictitious or 
non-existing person the bill may be treated as payable to bearer (S. 7). 

There are thus primarily three parties to a bill of exchange, viz. 
drawer, drawee, and payee. But frequently the drawer and the payee 
are the same person, because the drawer directs payment to be made to 
himself — ■ ” Pay to me [us] or my [our] order.” And the drawer and 
the drawee may be the same person. In the latter case, the holder 
may treat the instrument, at his option, either as a bill of exchange or a 
promissory note (S. 5 [3]). 

It will be noted that throughout the above legal definition the 
stress is upon the certainty of the instrument. A bill of exchange is 
evidence of a debt and security for its repayment. It is clear that if 
an order purporting to be a bill of exchange was encumbered with 
conditions ; or the sum payable, or the time of payment, or the person 
by whom or to whom payment was to be made was uncertain ; or if 
payment was coupled with, or made contingent upon, the performance 
of acts other than the payment of the sum expressed to be payable, it 
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would be practically useless as an instrument of credit designed for 
general negotiation. 

The following illustrate common types of bills : — 


£ 300 . London, 8 John Stbset, W.C.i. 

January 15, ig... 

On demand pay bearer the sum of Three Hundred 
Pounds value received. 

Sims, Wooducad & Co. 

To Mr. Robert Hudson, 

1 8 Boar Lane, 

Leeds. 



The above is an example of an inland bill payable not to a specified 
person but to bearer. The bearer may be Sims, Woodhead & Co., 
or any person to whom the bill may be negotiated, or the holder of 
the bill. A bill payable to bearer may be negotiated merely by delivery. 
The expression “ Value received ” is commonly used on bills, but it 
is immaterial whether the words are added or not, since every party 
whose signature appears on a bill is prima facie deemed to have become 
a party thereto for value (S. 30 [i]). The contrary has to be proved. 
For the stamp duty on bills, cheques, and promissory notes see p. 761. 


£S 00 . 



London, 8 John Street, W.C. i. 

January 15, 19.., 

Three months after date pay to Messis. Soames and 
Walker the sum of Five Hundred Pounds value leceived. 

per pro. Howard and Francis, Ltd,, 

F. Watkinson, Director. 

To Messrs. Ball & Co., 

18 Queen Street, 

Cardiff. 


The above is an example of an inland bill drawn at a determinable 
future time and payable to a specified person. The effect of drawing 
a bill payable to A. B. is the same as if it had been drawn payable to 


£ 250 . 



London, 8 John Street, W.C. i. 

January 15, 19... 

One month after sight pay to us or our order the sum 
of Two Hundied and Fifty Pounds value received. 

J. J. Manisty & Co. 

To the Maxitone Co., Ltd., 

Britannia Works, 

Southall. 
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A. B. or order» or the order of A. B., i.e. the bill must be negotiated 
by indorsement and delivery. 

The third bill on p. 759 is an example of an inland bill drawn at a 
determinable future time and payable to a specified person, but where 
drawer and payee are the same person. [Note . — Inland bills are not 
usually drawn after sight, but either on demand, or after date.] 


£276 : 10 : 9. London, 8 John Street, W.C. i. 

January 15, ig... 

© Sixty days .after sight pay this First of Exchange 
(Second and Third of the same tenor and date unpaid) 
to the order of The Westminster Bank, Limited, the 
sum of Two Hundred and Seventy-Six Pounds Ten 
Shillings and Nmepence value received. 

Alan, Borthwick & Co. 

To Messrs. Charles Howard’s Sons, 

16 Fifth Avenue, 

New York. 


£SOO. London, 8 John Street, W.C. i. 

January 15, 19... 

© Ninety days after date of this First of Exchange 
(Second and Third of the same tenor and dale unpaid) 
pay to our order the sum of Six Hundred Pounds 
value received. Exchange as per indorsement. 

Langworthy & Company. 

To Messrs. B. X. Furtado y Cia, 

Corrientes 576, 

Buenos Aires. 


£725. London, 8 John Street, W.C. i. 

January 15, 19... 

Ninety days after sight of this First of Exchange (Second 
and Third of the same tenor and date unpaid) pay to the 

0 order of The National Bank of India, Limited, the sum of 
Seven Hundred and Twenty-Five Pounds. Payable at 
the National Bank of India’s drawing rate for demand 
drafts on London, together with interest at six per cent, 
per annum from date hereof to approximate due date 
of the arrival of the remittance in London. Documents 
to be surrendered on acceptance. 

J. J. Sanderson & Co. 

To Messrs. Chundra, Dutt & Co., 

Esplanade Row, 

Madras. 


The three bills illustrated above are all foreign bills, the first being 
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a clean bill, i.e. without shipping documents attached to it, the second 
a clean bill payable at a rate of exchange to be ascertained as directed 
by the bill, the third a documentary bill payable at a specified rate of 
exchange, together with interest as directed by the bill, the shipping 
documents to be surrendered to the drawees on their accepting the bill. 

Exchange as per Indorsement. — The rate of exchange at which the 
bill is to be paid is usually indicated by a London banker or bill broker, 
who converts the hill at the time it is sold to him by the drawer at such 
a rate as will produce for the seller the exact sterling amount of the 

bill. The indorsement takes the following form : “ Pay or order 

at the rate of per £1 sterling.” The amount converted into 

foreign currency at the rate indicated is then written below the sterling 
figures on the face of the bill, and that is the amount in foreign currency 
to be paid by the drawee. In this way, the English drawer is relieved 
of any question of loss or gain from fluctuations in the rate of exchange 
The drawer advises his drawee of the conversion rate. This phrase is 
not so commonly used on bills as it was before our British banks and 
financial houses took up the business of foreign exchange dealing. 

Inland and Foreign Bills. — ^There are two classes of bills : 
(a) inland, (b) foreign bills. An inland bill is a bill which is or on the 
face of it purports to be both drawn and payable within the British 
Islands, or is drawn within the British Islands upon some person 
resident thereon [but not necessarily payable therein]. Any other bill 
is a foreign bill. “ British Islands ” mean any part of the United King- 
dom of Great Britain and Ireland, the islands of Man, Guernsey, 
Jersey, Alderney and Sark, and the islands adjacent to any of them 
being part of the dominions of His Majesty (S. 4 [i]). 

Stamp Duty on Bills and Notes. — By the Stamp Act, 1891, 
amended by the Finance Act, 1S99, and the Finance Act, 1918, the stamp 
duties on bills and notes are as follows : 

Bill of Exchange payable on demand or at sight, or on presen- s. d. 
tation, or within three days after date or sight, for any 

amount o 2 

Bill of Exchange of any other kind whatsoever (except a 
bank note) and Promissory Notes of any Idnd whatsoever 
(except a bank note) drawn, or expressed to be payable, or 
actually paid or indorsed, or in any manner negotiated in 
the United ffingdom : — 

Where the amount or value of the money for which the 

bill or note is drawn or made does not exceed £s ..02 

Exceeds and docs not exceed £10 o 2 

>. £10 .. .. £zS ° 3 

» £25 .. .. £so ° o 

£so .. .. £75 O 9 

>, £75 .. £100 10 

For every £100, and also for any fractional part of £100 
of such amount or value i o 

By S. 10 of the Finance Act, 1899, where a bill of exchange is drawn 
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and expressed to be payable out of the United Kingdom, and is actually 
paid or indorsed or in any manner negotiated in the United Kingdom, 
and the amount for which the bill is drawn exceeds £50, the stamp 
duties are reduced as follows : — 

Exceeding £50 and not exceeding £ioo 6d. 

Exceeding £100, for every £100 and fractional part of £ioo 6d. 

The stamp on bills payable on demand, or at sight, or on presenta- 
tion, or within three days after date or sight may be adhesive or 
impressed, and a twopenny postage stamp or two penny postage stamps 
may be used for the purpose. All other bills and notes must be drawn 
on paper impressed before issue with the “ bill or note ” stamps 
appropriated to that use, to the required amount of the duty. 

Foreign drawn bills if payable on demand or at sight or on presen- 
tation or within three days after date or sight may be stamped with an 
ordinary twopenny postage stamp or with two penny postage stamps. 
But all other such bills, and all foreign drawn notes must be stamped 
ad valorem with the special adhesive “ foreign bill or note stamps ” 
appropriated to this purpose. For stamping purposes, a bill of exchange 
or promissory note which purports to be drawn or made out of the 
United Kingdom is to be deemed to have been so drawn or made, 
although it may in fact have been drawn or made witliin the United 
Kingdom. The Channel Islands and the Isle of Man are regarded as 
foreign countries so far as stamp duty is concerned, and bills and notes 
drawn or made therein require stamping as foreign drawn bills or 
notes. In all other respects such bills and notes are inland bills 
and notes. 

Acceptance of Bill. — With the exception of the first bill illustrated 
on p. 759, which is drawn payable on demand, and which, therefore, is 
presented to the drawee but once and that for payment, all the other 
bills will, in accordance with commercial practice, first be presented 
to the drawees as soon as possible for acceptance, and after acceptance 
be again presented to the drawees (now the acceptors) on the due dates 
for payment. 

A bill is presented for acceptance in order to make the drawee a 
party liable on the bill, and so render it the more easily negotiable. 
Clearly, any person could write out an order calling upon another 
person to pay a sum of money, but until that other person has assented 
to the drawer’s order upon him, he is under no liability on the bill. 
But the bill is perfectly valid without acceptance, and the drawer is 
jiable to any person who may become a party to the bill by indorsement 
in the course of its negotiation prior to acceptance, and so also is any 
indorser of such a bill to a subsequent indorser, or to the holder. 

S. 39 of the Act mentions three instances where the holder of a 
bill must present it for acceptance, viz. (a) where a bill is payable after 
sight. This is necessary in order to fix the day of payment, {b) where the 
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bill expressly states that it shall be presented for acceptance, (c) where 
a bill is drawn payable elsewhere than at the residence or place of 
business of the drawee. But, as already stated, it is the usual com- 
mercial practice to obtain acceptance of all bills not payable on demand 
at the earliest possible moment. 

Form of Acceptance . — The drawee of a bill assents to the drawer’s 
order upon him by writing across the face of the bill the word 
“ accepted,” and underneath that word his signature. He need not 
himself sign the bill ; he may accept the bill by the hand of his agent 
duly authorised for that purpose. The word “ accepted ” is not 
really necessary, although it is invariably used. The signature is the 
vital thing that constitutes assent. The acceptances of the bills — 
illustrations i and 4 above — ^would talce the following forms : — 
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The place where the bill is made payable is called the domicile of 
the bill. In example 4, it is necessary to state the day on which the 
bill was sighted, i.e. the day on which it was presented for acceptance, 
in order to fix the day of payment, which in this instance is the both 
day from January the 35th. There are no days of grace in the United 
States. 

General and Qualified Acceptances . — ^The forms of acceptance shown 
above are general acceptances because they assent to the drawers’ 
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orders without qualification. But by S. 19 an acceptance may be 
qualified. The acceptance may make payment conditional, e.g. it may 
make payment contingent upon the surrender of shipping documents ; 
or it may be a partial acceptance, as, e.g., where a bill for £100 is accepted 
payable for ; or it may be qualified in time, as, e.g., where a bill 
drawn payable sixty days after sight is accepted payable ninety days 
after sight ; or it may be the acceptance of one or more of the drawees 
of a bill but not of all ; or it may confine payment to a particular 
specified place. But an acceptance to pay at a particular place is not 
qualified unless it expressly states that payment is to be made at that 
place only. 

By S. 44, the holder of a bill is not bound to take a qualified accept- 
ance and may treat the bill as dishonoured by non-acceptance if he 
cannot obtain a general acceptance. The holder of a bill who has taken 
a qualified acceptance should give immediate notice to the drawer 
and indorsers of the bill, and if these do not within a reasonable time 
express their dissent to the holder they are deemed to have assented 
thereto. If the drawer or any indorser dissents, he is discharged 
from liability on the bill. Where the acceptance is partial, i.e. for 
part only of the amount, notice of the fact given by the holder to 
the drawer or any indorser operates to prevent his discharge from 
the bill. 

Rules as to Presentment . — Presentment for acceptance must be 
made by or on behalf of the holder of the bill to the drawee or to some 
one authorised to accept or refuse acceptance on his behalf at a reasonable 
hour on a business day and before the bill is overdue. Where a bill 
is addressed to two or more drawees, who are not partners, present- 
ment must be made to them all, unless one has authority to accept 
for all, then presentment may be made to him only. Where the drawee 
is dead, presentment may be made to his personal representative ; 
where he is bankrupt, to him or his trustee. Where authorised 
by agreement or usage, presentment through the post is sufficient 
(S. 41 [I]). , , 

Presentment according to the above rules is excused, and the bill 
may be treated as dishonoured by non-acceptance, where the drawee 
is dead or bankrupt, or is a fictitious person, or a person not having 
capacity to contract by bill [e.g. an infant], or where, after the exercise 
of reasonable diligence, presentment cannot be effected, or where, 
although the presentment has been irregular, acceptance has been 
refused upon some other ground (S. 41 [2]). 

It is customary to allow the bill to remain with the drawee for a 
period of 24 hours, after which time he must deliver up the bill to the 
presenter on demand, or return it through the post if it has been 
presented for acceptance through the post. If the drawee declines to 
accept, he usually states his reason when delivering up the bill, e.g. 
“ No advice,” “ Not in order,” etc. 
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When a bill payable after sight is negotiated, the holder must either 
present it for acceptance or negotiate it within a reasonable time. If 
he does not do so, the drawer and all indorsers prior to the holder ate 
discharged. What is reasonable time is determined by the nature of 
the bill, the usage of trade with respect to similar bills, and the facts 
of the particular case (S. 40). 

When a bill is duly presented for acceptance and is not accepted 
within the customary time, the person presenting it must treat it as 
dishonoured by non-acceptance. If he do not, the holder shall lose his 
light of recourse against the drawer and indorsers (S. 42). When a 
bill is dishonoured by non-acceptance, an immediate right of recourse 
against the drawer and indorsers accrues to the holder, and no pre- 
sentment for payment is necessary (S. 43 [2]). See Dishonour of 
Bill, p. 767. 

Presentment for Payment. — A bill must be duly presented for 
payment, for if not the drawer and indorsers are discharged. A bill 
not payable on demand must be presented on the day it falls due. 
A bill payable on demand must be presented within a reasonable time 
after issue to make the drawer liable, and within a reasonable 
time after indoi-sement to make the indorser liable. “ Reason- 
able time ” means reasonable having regard to the nature of the 
bill, trade usage with regard to similar bills, and the facts of the 
particular case. 

Presentment for payment must be made by the holder, or a person 
authorised by him to receive payment, at a reasonable hour, on a 
business day, at the proper place, to the person designated by the 
bill as payer, or to some person authorised by him to pay or refuse 
payment. 

“ Proper place ” means the place of payment specified in the bill, 
e.g. the bank where a bill is domiciled ; or, where no place is specified 
the address of the drawee or acceptor given in the bill ; or, where no 
place of payment is specified and no address given, the drawee’s 
or acceptor’s place of business if known, and if not, his ordinary 
residence if known ; or in any other case at whatever place the 
drawee or acceptor can be found, or his last known place of business 
or residence. 

Where a bill is presented at the proper place, and after the exercise 
of reasonable diligence no person authorised to pay or refuse payment 
can be found, no further presentment to the drawee or acceptor is 
required. 

Where a bill is drawn upon or accepted by two or more persons who 
are not partners, and no place of payment is specified, presentment 
must be made to them all. Where the drawee or acceptor is dead, 
and no place of payment is specified, presentment must be made to a 
personal representative if such there be, and with the exercise of 
reasonable diligence he can be found. 
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Where authorised by agreement or usage presentment through the 
post office is sufficient (S, 45). 

Delay in presentment for payment is excused when the delay is 
caused by circumstances beyond the holder’s control, and not imputable 
to his default, misconduct, or negligence. But when the cause of delay 
ceases to operate presentment must be made with reasonable diligence. 

Presentment for payment is dispensed with where presentment 
as required by the Act cannot be effected ; where the drawee is a 
fictitious person ; as regards the drawer, where the drawee or acceptor 
is not bound, as between himself and the drawer, to accept or pay 
the bill, and the drawer has no reason to believe that the bill would be 
paid if presented ; as regards an indorser, where the bill was made 
for his accommodation, and he has no reason to expect that the bill 
would be paid ; by waiver of presentment, express or implied fS. 46). 

Days of Grace. — Where a bill is drawn payable after date or 
after sight, it is the law in this country that, unless the bill by its terms 
provides otherwise, the due date of payment is three days after the 
determinable date fixed bv the bill. 

By S. 14, where a bill is not payable on demand, the day on which it 
falls due is determined as follows : — 

(i) Three days, called days of grace, are, in every case where 
the bill does not otherwise provide [e.g. where the bill is payable 
on a date fixed, or is made payable without days of grace], added to 
the time of payment as fixed by the bill, and the bill is due and 
payable on the last day of grace. 

But inasmuch as bills and cheques are payable only on business 
days (and within banking hours), S. 14 also provides as follows : — 

(а) When the last day of grace falls on Sunday, Christmas Day, 
Good Friday, or a day appointed by Royal Proclamation as a public 
fast or thanksgiving day, the bill is due and payable on the preceding 
business day. 

(б) When the last day of grace is a bank holiday (other than 
Christmas Day or Good Friday), under the Bank Holidays Act, 1871, 
and Acts amending or extending it, or when the last day of grace is 
a Sunday, and the second day of grace is a bank holiday, the bill 
is due and payable on the succeeding business day. 

Where a bill is payable at a fixed period after date or sight or the 
happening of a specified event, the time of payment is determined by 
excluding the day from which the time is to begin to run, and by includ- 
ing the day of payment. 

Where a bill is payable at a fixed period after sight, the time begins 
to run from the date of acceptance, or if the bill is noted or protested 
for non-acceptance or for non-delivery from the date of noting or 
protesting. 

The term “ month ” in a bill means calendar month. [A bill dated, 
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for example, April 30 and drawn payable one month after date becomes 
due for payment on June 2, and not on June 3. No account is taken 
of “ lacking ” days. Thus a bill dated January 31 payable two months 
after date is due for payment on April 3.] 

Dishonour o£ Bill. — A bill payable on demand can be dishonoured 
in one way only, viz. by non-payment. A bill payable after sight or 
date may be dishonoured in one of two ways, viz. (a) by non-acceptance, 
(b) non-payment. When a bill is dishonoured by non-acceptance, 
an immediate right of recourse against the drawer and indorsers accrues 
to the holder, and no presentment for payment is necessary (S. 43). 
And that right of recourse becomes a right of action against all prior 
parties to the bill as soon as the holder has given due notice of dis- 
honour to those parties, and, where necessary, has had the bill protested. 
Similarly, where a bill is dishonoured by non-payment, the holder has 
an immediate right of recourse against each party to the bill, which 
crystallises into a right of action against them as soon as he has given 
them due notice of dishonour, and, where required, has had the bill 
protested. But it is not necessary in order to take proceedings against 
the drawee or acceptor of a dishonoured bill to protest the bill or give 
him notice of dishonour (S. 52 [3]). The drawer of a bill and any 
indorser thereof to whom due notice of dishonour is not given is 
discharged from liability on the bill (S. 48). 

Notice of Dishonour. — This matter is dealt with in Sections 48 
to 50 of the Act. 

No special form of notice is laid down by the Act, but the terms of 
the notice must sufficiently identify the bill. Notice may be given 
orally or in writing. If written, the notice need not be signed. If the 
notice is duly addressed and sent through the post, notice is deemed 
to have been given, notwithstanding any miscarriage by the Post Office 

Usually, notice takes the form of a letter from the holder or his 
agent in that behalf, to the party he seeks to charge, or to that party’s 
agent, intimating the fact of dishonour either by non-acceptance or 
non-payment, giving particulars of the bill and the parties thereto, 
and requesting immediate payment of the amount of the bill plus any 
expenses incurred. As between collecting banker and customer, the 
return to the latter of a dishonoured bill is in point of form deemed 
sufficient notice of dishonour. 

Notice must be given by or on behalf of the holder, or by or on 
behalf of an indorser who is himself liable on the bill at the time 
notice is given. So, if any party to a dishonoured bill be discharged 
for want of notice, or for want of notice within reasonable time, that 
party cannot give effectual notice of dishonour. Notice may be given 
as soon as the bill is dishonoured, and must be given within a reasonable 
time thereafter. In the absence of special circumstances, reasonable 
time means (a) where the person giving and the person to receive 
notice reside in the same town, the notice is sent off in time to reach the 
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latter the day after dishonour ; (b) where they reside in different places, 
the notice is sent off the day after dishonour, if there be a post at a 
convenient hour on that day, and if not by the next post thereafter. 

Where a bill is in the hands of an agent, as, e.g., where one banker 
employs another banker as agent for collection, both agent and princi- 
pal have each the same time in which to give notice of dishonour, and 
any party to a bill receiving due notice has also the same time for giving 
notice to prior parties to the bill. 

Where the drawer or indorser is dead, and the party giving notice 
knows it, notice must be given to a personal representative if such 
there be, and with the exercise of reasonable diligence he can be found. 
Where the drawer or indorser is bankrupt notice may be given to the 
bankrupt or to the trustee. Where there are two or more drawers or 
indorsers who are not partners, notice must be given to each, unless 
one of them has authority to receive notice for the others. 

Delay in giving notice is excused where the delay is caused by 
circumstances beyond the control of the party giving notice, and not 
imputable to his default, misconduct or negligence. When the cause 
of delay ceases to operate the notice must be given with reasonable 
diligence. 

Notice is dispensed with when, after the exercise of reasonable 
diligence, notice cannot be given, or fails to reach the person sought 
to be charged ; or, when notice is expressly or impliedly waived ; as 
regards the drawer, where drawer and drawee are the same person, or 
where the drawee is a fictitious person, or a person incapable of con- 
tracting by bill, or where the drawer is the person to whom the bill 
is presented for payment, or where the drawee or acceptor as between 
himself and the drawer is under no obligation to pay the bill, or where 
the drawer has countermanded payment. As regards the indorser, 
where the drawee is a fictitious person, or a person not having capacity 
to contract, and the indorser was aware of the fact at the time he indorsed 
the bill ; or where the indorser is the person to whom the bill is pre- 
sented for payment ; or where the bill was accepted or made for his 
accommodation. 

Noting and Protesting. — ^Where an inland bill is dishonoured 
it may be noted and protested, but, except where an inland dishonoured 
bill is to be accepted or to be paid for honour, noting and protesting 
are not legally necessary. But a dishonoured foreign bill, whether it be 
dishonoured by non-acceptance or by non-payment, must be protested, 
otherwise the drawer and indorsers are discharged. And a foreign 
bill that has been protested for non-acceptance, and afterwards been 
presented unsuccessfully for payment, may again be protested for 
non-payment. It is necessary that the fact of dishonour should, in the 
case of foreign bills, be indisputably established, and a notary’s certifi- 
cate of dishonour is everywhere accepted as conclusive proof of the 
fact. The dishonoured bill is handed, immediately on dishonour, to 
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a notary public, and that functionary must re-present the bill to the 
drawee or acceptor not later than the next business day following the 
day of dishonour {Bills of Exchange {Time of Noting) Act, 1917). 

Noting consists of a memorandum written on the bill consisting 
of the date, the charges for noting, a reference to the Notary’s register 
containing particulars of dishonoured bills, and his own initials. I’he 
Notary also attaches to the bill a slip on which he writes the reason for 
dishonour, if any is given to him. Protest is an extension of the act 
of noting. It consists of a formal certificate given by the Notary, 
containing a copy of the bill, specifying the name and address of the 
person to whom he presented it, and of the person on whose behalf, 
and the date on which he presented it, and the answer given to him, 
or else the fact that the drawee or acceptor could not be found. The 
formal protest need not be made at the time of noting, but may be 
extended at any time, as of the date of noting, prior to bringing an 
action on the bill. Protest is dispensed with in circumstances which 
would dispense with notice of dishonour, and delay in noting or 
protesting is excused in circumstances that would excuse delay in 
giving notice of dishonour (S. 51). 

Acceptance and Payment for Honour. — By S. 15, the drawer or 
any indorser of a bill may insert therein the name of a person to whom 
the holder may resort should the bill be dishonoured by non-accept- 
ance or non-payment. Such a person is called the referee in case of 
need [or more briefly the case of need). The holder may or may not 
resort to the case of need at his option. The mention of a case of 
need in a bill does not make him a party to the bill, but he may become 
a party to it, if the holder, having first protested the bill for non- 
acceptance or non-payment, resorts to him, and he accepts, or pays, 
the bill for honour. 

By S. 65, where a bill has been protested for dishonour by non- 
acceptance, and it is not overdue, any person not already liable on the 
bill may with the holder’s consent intervene and accept the bill supra 
protest for the honour of any party liable thereon, or for the honour of 
the person for whose account the bill is drawn. Such an acceptance is 
known as an acceptance for honour supra protest, and to be valid it must 
be written on the bill and indicate that it is an acceptance for honour, 
and be signed by the acceptor for honour. Where the acceptance for 
honour does not state for whose honour it is made, it is deemed to be 
an acceptance for the honour of the drawer. The maturity of a bill 
payable after sight and accepted for honour is calculated from the 
date of noting for non-acceptance. 

By S. 66, the acceptor for honour engages that he will, on due 
presentment, pay the bill if it is not paid by the drawee, provided that 
the bill is protested and due notice of these facts is given to him. He 
is liable to the holder and to all parties to the bill subsequent to the 
party for whose honour he accepts the bill. 

SO 
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By S. 68, where a bill has been protested for non-payment, any 
person may intervene and pay it supr^ protest for the honour of any 
party liable thereon, or for the honour of the person for whose account 
the bill is drawn. Such a payment is known as payment for honour 
supra protest. Where a bill has been paid for honour, all parties subse- 
quent to the party for whose honour the bill is paid are discharged. 
The payer for honour is subrogated to the holder, i.e. he, so to speak, 
steps into the holder’s shoes, and has all the holder’s rights against, 
and is subject to all the holder’s duties to, the person for whose honour 
he pays, and all parties liable on the bill to that person. 

It is to be noted that an acceptance for honour can be made only 
by consent of the holder, and the acceptor for honour must not prior 
to his acceptance be liable on the bill, and the bill must not be overdue. 
If the holder consents to a person accepting for honour, he loses his 
immediate right of recourse against prior parties to the bill. It is 
therefore but just that the holder should have the right to say whether 
he will accept a case of need, or an intervener for honour, and await the 
result of presentment for payment to the case of need or the inteiwener 
rather than take action at once on the bill dishonoured by non- 
acceptance. But the consent of the holder is not necessary to the 
intervention of a payer of the bill for honour, and the intervener may 
already be liable on the bill. Further, it is clear that the bill must be 
overdue before he intervenes. A holder cannot look for more than 
payment of the bill according to its tenor, and, if he refuses payment 
suprh protest, he loses his right of recourse against any party to the 
bill who would have been discharged by such payment. 

It is the usual practice for acceptances for honour to be attested by 
a notary, and, by S. 68 (3), a payment for honour must be so attested 
in order to operate as such. 

^unqunt Recoverable on Dishonoured Bill. — By S. 57, where a 
bill is dishonoured, the measure of damages, which shall be deemed to 
be liquidated damages [i.e. agreed damages, the amount of which 
cannot be questioned] shall be : the amount of the bill ; interest 
thereon from the time of presentment for payment, if the bill is payable 
on demand, and from the maturity of the bill in any other case [usually 
at 5 % p.a.j ; the expenses of noting, and the expenses of protest 
if protest is necessary and has been extended. Interest may be payable 
by the terms of the bill itself. This applies to bills dishonoured in 
this country. Where a person is liable on a bill and it is dishonoured 
in a foreign country wherein it is payable, the measure of damages is 
the amount of the re-exchange with interest thereon until the time of 
payment, plus expenses. Re-exchange means the amount in sterling 
that would have been required to produce in the place of payment at 
the time of dishonour the exact amount of foreign currency for which 
the bill is drawn, or expressed to be payable. 

Liability of Parties to a Bill. — By S. 54, the acceptor is the 
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person primarily liable on a bill, for he it is who contracts to pay it 
according to the tenor of his acceptance. By accepting, he acknowledges 
:he existence of the drawer, the genuineness of his signature, and his 
capacity and authority to draw the bill ; and, if the bill is drawn to 
the drawer’s order, the capacity of the drawer to indorse, but not the 
genuineness or validity of his indorsement ; and, if the bill is payable 
to the order of a third person, the existence of the payee and his then 
capacity to indorse, but not the genuineness or validity of his indorse- 
ment. The acceptor cannot deny any of these things to a holder in 
due course of a bill ; and he can seldom have any ground of defence 
against an action for the amount of the bill brought against him by 
such a holder, except in the case of forgery. 

As to forgery, S. 24 says that a forged or unauthorised signature 
on a bill is wholly inoperative, and no right to retain a bill or to give a 
discharge therefor or to enforce payment thereof against any party 
thereto can be acquired through or under that signature, unless the 
party against whom it is sought to retain or enforce payment of the bill 
is precluded from setting up the forgery or want of authority [e.g., 
where the party sought to be charged has by his conduct led the other 
party to believe the forged signature to be genuine, or has not repudiated 
the forgery as soon as it was brought to his notice]. 

By S. 5S (i), the drawer of a bill engages that on due presentment 
it shall be accepted, and paid according to its tenor, and that if it is 
dishonoured he will compensate the holder or any indorser who is 
compelled to pay it, provided that the requisite proceedings on 
dishonour be duly taken. He cannot deny to a holder in due 
course the existence of the payee and his then capacity to indorse. 

By S. 55 (2), the liability of an indorser is similar to that of the 
drawer, but whereas the drawer is liable to the holder or any indorser 
who is compelled to pay the bill, an indorser is liable only to the holder 
and those indorsers subsequent to himself, provided that the requisite 
proceedings on dishonour be duly taken. An indorser cannot deny 
to a holder in due course the genuineness and regularity in all respects 
of the drawer’s signature, and all previous indorsements, and to his 
immediate or a subsequent indorsee that the bill w^as at the time of 
his indorsement a valid and subsisting bill, and that he had then a 
good title thereto. 

Where there are two or more indorsements on a bill, each indorse- 
ment is deemed to have been made in the order in which it appears on 
the bill, until the contrary is proved (S. 32 [5]). 

Where a bill is dishonoured by non-acceptance, the drawee is not 
liable on the bill, and the drawer’s remedy against the drawee is to 
sue him not on the bill itself, to which he is not a party, but for the 
consideration in respect of wWch the bill was drawn. But the holder 
of such a bill may sue all parties to the bill, provided he has given, or 
they have in fact received, due notice of dishonour. Where an 
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accepted bill is dishonoured by non-payment, the acceptor is the 
person primarily and ultimately liable on the bill, and the liability will 
be forced back from the holder, through each indorser in the order in 
which he indorsed, to the drawer, and by him upon the acceptor. But 
provided that the holder has given due notice of dishonour to each 
party to the bill, or each party (other than the acceptor) has in fact 
received due notice through other parties to the bill, the holder can, 
if he fails to secure payment from his own indorsee, proceed against 
any other indorsee or against the drawer, for each party to the bill is 
severally liable upon it. Usually, however, the holder looks to his own 
immediate indorsee for payment, and is paid by him, and the indorsee 
who pays the holder looks to his own immediate indorsee and is paid 
by him, and so the liability is forced back upon the drawer, who, having 
paid, is left with his legal remedy against the acceptor. 

Holder and Holder in Due Course. — Both these terms have 
been used above, and it is necessary to understand their precise 
significance. By S. 2, the holder of a bill is the payee or indorsee of a 
bill or note who is in possession of it, or the bearer thereof. A mere 
holder may, however, be infected with notice of some defect in the 
title to the instrument of the person who negotiated it to him, and 
for that reason be unable to enforce payment of it. Opposed to a bare 
holder is a holder in due course. By S. 29, a holder in due course of a 
bill is a holder who has taken a bill, complete and regular on the face 
of it, under the following conditions, viz. that he became the holder 
of it before it was overdue, and without notice that it had been previously 
dishonoured, if such was the fact ; that he took the bill in good faith 
and for value, and that at the time the bill was negotiated to him he had 
no notice of any defect in the title of the person who negotiated it. 

Value is defied in S. 27 as follows: — 

Valuable consideration for a bill may be constituted by any con- 
sideration sufficient to support a simple contract [all contracts by bill 
are simple contracts] ; an antecedent debt or liability. Where value 
has at any time been given for a bill, the holder is deemed to be a holder 
for value as regards the acceptor and all parties to the bill who became 
parties prior to such time. Where the holder of a bill has a lien on 
it, arising either from contract or by implication of law, he is deemed 
to be holder for value to the extent of the sum for which he has a lien. 

The difference in the position of a holder and a holder in due course 
may be simply explained as follows : A draws a bill upon B for the price 
of goods sold to B, which B accepts. A then negotiates the bill to C. 
It turns out that the goods are defective and rejected by B, who dis- 
honours the bill on presentment for payment. A cannot recover the 
amount of the bill from B, because the consideration for the bill 
has failed. But if C has given value for the bill to A, and has taken it 
in good faith, knowing nothing of the facts, and before it was overdue, 
then C is holder in due course of the bill and can recover the amount 
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either from B or from A. If, on the other hand, C was aware that the 
consideration for the bill had failed at the time he took it, he would be 
a holder of the bill but not a holder in due course, and would have no 
better right to enforce payment against B than A had. 

Again, suppose D to be the holder of an overdue bill, and he nego- 
tiates the bill to E. Then since E takes the bill when it is overdue, he 
cannot be a holder in due course of the bill. So if D has a right to 
enforce payment E has as good a right, but if D has no right E has 
no right. 

The date shows whether a bill not payable on demand is overdue 
or not. A bill payable on demand is deemed to be overdue when it 
has been in circulation for an unreasonable time. What is an unreason- 
able time is a question of fact (S. 36 [3]). 

No one can become a holder in due course of a bill who takes it 
with notice that it has been dishonoured, but if a person bond fide 
takes such a bill without notice of the dishonour he is a holder in due 
course (S. 36 [5J). 

No one can become a holder in due course of a bill if it is vitiated 
by a prior forgery, or if the bill is void under any Statute. But if a 
person takes a bill drawn payable to bearer, or which has become 
payable to bearer by a genuine indorsement in blank, from a person 
who has found or stolen such a bill, and who is therefore a wrongful 
holder, and he does so in circumstances that satisfy the definition 
of a holder in due course contained in S. 29, then he is such a holder, 
and can sue all parties to the bill, for he is not affected by the fact 
that his transferor had no title to the bill. 

Negotiation of Bill. — The negotiation of bills is governed by 
Sections 31 to 37 of the Act. 

A bill is negotiated when it is transferred from one person to another 
in such a manner as to constitute the transferee the holder of the bill.f 
A bill payable to bearer is negotiated by delivery. A bill payable to 
order is negotiated by the indorsement of the holder completed by 
delivery. 

Indorsement consists of the holder’s signature written on the back 
of the bill, or on an allonge, or on a “ copy ” of a bill issued or nego- 
tiated in a country where “ copies ” are recognised. [An allonge is a 
piece of paper gummed to the bill in order to accommodate further 
indorsements when the back of the bill is already full.] 

Where in a bill payable to order, the payee or indorsee is wrongly 
designated or his name is misspelt, he may indorse the bill as therein 
described, adding, if he think fit, his proper signature. 

If a bill be made payable to “ A. B.” or to “ A. B. or order,” or 
“ to the order of A. B.,” and A. B. indorses the bill without specifying 
the indorsee, the indorsement is an indorsement in blank, and the hill 
is then payable to bearer and can be negotiated thereafter by delivery 
alone. 
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If A. B., when indorsing the bill, specifies the indorsee, e.g. “ Pay 
C. D. or order, A. B.” the bill is still an order bill, and C. D. must 
negotiate it by indorsement and delivery. Such an indorsement is 
termed a special indorsement. 

When a bill has been indorsed in blank, any holder may convert 
the blank indorsement into a special indorsement by writing above 
the indorser’s signature a direction to pay the bill to or to the order of 
himself or some other person. 

In the commercial practice of this country it is the invariable rule 
to negotiate a bill by indorsement and delivery, since, naturally, in all 
cases, the transferee of a bill desires his transferor to be a party liable 
on the bill. 

An indorsement must be an indorsement of the entire bill, it 
cannot purport to transfer a part only of the amount to the transferee ; 
and it cannot purport to transfer the bill to two or more indorsees 
severally ; and it cannot be a conditional indorsement, for, if it is, 
the condition can be disregarded. But an indorsement may be a 
restrictive indorsement prohibiting further negotiation of the bill, as, 
e.g., where the indorsement takes the following forms : “ Pay A. B. 
only ” ; or " Pay A. B. for the account of C. D.” ; or “ Pay A. B. for 
collection.” 

Where a bill is payable to the order of two or more payees, or 
indorsees tvho are not partners, all must indorse, unless one has authority 
to indorse for the other or others. 

Principal and Agent. — No peison is liable as a party to a bill 
who has not signed it as such, but if a person signs a bill in a trade or 
assumed name he is just as liable as if he had signed his own name. 
A partner signing the name of his firm makes the firm and each member 
of the firm liable on the bill, provided the partner signing was acting 
within the scope of his authority (S. 23). 

Generally speaking, whatever contract a person may make in his 
own name he may also make through his duly appointed agent. An 
agent who signs his own name only to a bill makes himself personally 
liable on the bill but not his principal, and he is also personally liable 
though he adds merely descriptive words to his signature. For 
example, an agent who, purporting to accept a bill on behalf of his 
principal, signs in the form “ A. B., agent ” is alone liable on the bill. 
To negative personal liability, the agent’s signature must clearly show 
that he is signing in a representative capacity, e.g. thus : “ per pro.” 
(or “for and behalf of ”)“ Jonathan Edwards, James Brown”; or 
“ For and behalf of The Alliance Trading Company, Ltd., Howard 
Jenkins, Managing Director. ” A signature by procuration operates 
as notice that the agent has but a limited authority to sign, and puts 
the person taking an instrument .so signed on enquiry as to the scope 
of the agent’s authority, for if the agent is exceeding his authority 
in so signing, the principal is not bound by the signature (SS. 25 
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and 26). The agent, however, is liable in damages for having pretended 
to an authority that he did not possess. 

By S. 31, where any person (e.g. an agent) is under obligation to 
indorse a bill in a representative capacity, he may indorse the bill 
in such terms as to negative personal liability. He does this by adding to 
his signature the words “ Sans Recours,” or “ Without recourse to me.” 

Discharge of Bill. — A bill is discharged when all rights of action 
on the bill are extinguished. But although the bill itself be discharged, 
there may still exist rights of action arising out of the transaction in 
respect of which the bill was drawn. For example, if a person accepts 
a bill for the accommodation of a person not liable on the bill, and he 
pays it, the bill is discharged, but the acceptor still has a right of action 
against the person for whose accommodation he accepted the bill. 

A bill may be discharged in five ways : 

(1) By payment in due course. Payment in due course means 
payment made at or after the maturity of the bill to the holder thereof 
in good faith and without notice that his title to the bill is defective. 
Payment by the drawer or an indorser does not discharge the bill 
for both still have rights of action on the bill (S. 59 [i]). 

(2) When the acceptor becomes the holder of it at or after its 
maturity in his own right, i.e. when in the course of its negotiation 
it is negotiated back to the acceptor. By such circuity of action 
the right of the acceptor as holder of the bill cancels his liability 
upon It as acceptor (S. 61). 

(3) When the holder of a bill at or after its maturity absolutely 
and unconditionally renounces his rights against the acceptor. The 
renunciation must be in writing, unless the bill is delivered up to 
the acceptor (S. 62 [i]). 

(4) When a bill is intentionally cancelled by the holder or 
his agent, and the cancellation is apparent. Any party liable on a 
bill may be discharged by the holder or his agent intentionally 
cancelling that party’s signature. Such cancellation serves to discharge 
all indorsers subsequent to the party discharged, but the bill is 
undischarged as regards other parties to the bill (S. 63). 

(5) When a bill or acceptance is materially altered without the 
assent of all parties liable on the bill, the bill is avoided except as 
against a party who has himself made, authorised, or assented to the 
alteration, and subsequent indorsers. The following alterations 
are material, viz. alterations of date, sum payable, time of payment, 
place of payment, and where a bill has been accepted generally, the 
addition of a place of payment without the acceptor’s assent (S. 64). 

An immaterial alteration has no effect, and where a bill has been 
materially altered and the alteration is not apparent, a holder in due 
course has the same rights under the bill as he would have if it had not 
been altered (S. 64). 
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Accommodation Parties and Bills. — A person who signs a bill 
as drawer, acceptor, or indorser without receiving value for so doing, 
and for the sole purpose of enabling the person to whom he lends his 
name to raise money is termed an accommodation party. The person 
accommodated is bound to provide funds to discharge the bill at 
maturity, but, whether he does so or not, the person accommodating 
may be compelled to pay the bill to any holder of the bill for value. 
If a person takes an accommodation bill for value, it is immaterial 
whether, at the time of taking it, he knew that the party from whom 
he took it was an accommodation party. 

An accommodation bill is a bill which is accepted, without the 
acceptor receiving value for so doing, in order to accommodate some 
other person who may or may not be liable on the bill. Such an 
acceptor, although primarily liable thereon, is not the principal debtor 
on the bill, but a surety for the party whom he accommodates, and 
that party is bound to provide the acceptor with funds to meet the bill 
at maturity (S. 28). 

Bill in a Set. — Inland bills are not drawn in a set, but foreign 
bills usually are — Continental bills in a set of two, bills on more remote 
countries in a set of three. Bankers’ drafts are commonly drawn in 
sets of two marked “ Original ” and *' Duplicate.” Each bill of the 
set is numbered and contains a reference to the other part or parts. 
The examples on p. 760 illustrate a bill in a set. Each part is worded 
alike, except that the second part would read “ Pay this Second of 
Exchange (first and thii'd of the same tenor and date unpaid),” and the 
third part “ Pay this Third of Exchange (first and second of the same 
tenor and date unpaid). ” The first of Exchange is sent forward by 
one mail, and the second by a subsequent mail, hence the latter is 
called the secunda via. 

One part only of such a bill is stamped, since all three (or two) 
parts constitute but one bill. One part only, usually the first that 
comes to hand, is presented for acceptance and accepted. If more 
than one part were accepted, the acceptor would be liable on each 
accepted part as separate bills to different holders in due course 
of such parts, Further, the holder of the bill, if he indorsed more 
than one part, would be liable to a holder in due course of each part 
that he had indorsed. And if the acceptor paid the bill, without 
requiring the part that he had accepted to be delivered up to him, he 
would be liable to a holder in due course of the part that he had 
accepted. With these exceptions payment of one part discharges the 
whole bill (S. 71). 


II. Cheques. 

A cheque is a specialised bill of exchange. It is legally defined in 
S. 73 as “ a bill of exchange drawn on a banker payable on demand.” 
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The definition of a bill of exchange, set out on p. 756, applies equally 
to a cheque, except that a cheque must always be payable on demand, 
and always be drawn upon a banker. The law applicable to bills of 
exchange payable on demand applies generally to cheques, with such 
exceptions as are set out in Pt. Ill of the Act of 1882, and briefly 
noted below. 

As with other bills of exchange, so with cheques. To every cheque 
there are primarily three parties, viz. drawer, drawee (a banker), and 
payee. But frequently the drawer and payee are the same person, 
because the drawer directs payment to himself. 

A cheque, being payable on demand, is not presented to the drawee 
banker for acceptance but only for payment, and the banker is bound 
to pay the cheque only so long as he holds funds of the drawer sufficient 
to pay it, or within the limits of any overdraft the banker may have 
agreed to allow the drawer. If a banker wrongfully refuses to pay a 
customer’s cheque, he is liable to an action for damages for injury 
to the customer’s credit. 

Dishonour of Cheque. — When a banker dishonours a cheque, 
the drawer is entitled to notice of dishonour, but notice is dispensed 
with when (a) the drawer has no funds or insufficient funds to his 
credit, and has therefore no reason to expect that the cheque will be 
paid ; or (b) when the customer has countermanded payment ; or (c) 
when the banker has had notice of the drawer’s death, or of an act of 
bankruptcy committed by him, or of an assignment by the drawer of 
his available balance at the bank, or of a garnishee order restrain- 
ing the drawer from operating upon the account, or where the 
banker has knowledge that a breach of trust is intended by the 
drawer in drawing the cheque, or, in the case of a company, of its 
winding up. In other circumstances, for example, where a cheque is 
irregularly drawn, the banker should give due notice to the customer. 

When dishonouring cheques, the banker marks upon them the 
reason for dishonour. If the reason be insufficiency of funds, the 
best answer is R/D = refer to drawer, although N/S = not sufficient 
funds, is also used when the circumstances justify this marking. Other 
markings, where appropriate, are “ Words and figures differ,” 
“ Indorsement irregular,” “ Effects not yet cleared,” “ Second signature 
required,” etc. By recent resolution of the Clearing House, answers 
must be written in full on the instrument. 

Crossed Cheques. — A cheque may be crossed generally or specially. 
k general crossing consists of the words “ and Company ” or any abbre- 
viation thereof, between two parallel transverse lines, either with or 
without the words “ not negotiable ” ; or two parallel lines simply, 
either with or without the words “ not negotiable.” A special indorse- 
ment consists of an addition across the face of the cheque of the name 
of a banker, either with or without the words ” not negotiable ” 
{S.76). 
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By S. 77 , a cheque may be crossed generally or specially by the 
drawer. Where a cheque is uncrossed, the holder may cross it generally 
or specially. Where a cheque is crossed generally or specially, the 
holder may add the words “ not negotiable.’' Where a cheque is 
crossed specially, the banker to whom it is crossed may again cross 
it specially to another banker for collection. Where an uncrossed 
cheque, or a cheque crossed generally, is sent to a banker for collection, 
he may cross it specially to himself. A crossing authorised by the 
Act is a material part of the cheque ; it shall not be lawful for any 
person to obliterate or, except as authorised by the Act, to add to or 
alter the crossing. 

Non-Statutory Additions to Crossing.— The words “ Payee’s 
Account,” “ Payee’s Account only,” “ Account of A. B.,” “ Under 
£io,” and variants thereof, are frequently found on cheques in close 
proximity to the crossing. These have no statutory significance. The 
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first and third additions are a direction to the collecting banker to 
collect the cheque for, and to place the proceeds to the credit of,^ the 
named payee, and if he weie to place the proceeds to the credit of any 
other account, he would be guilty of negligence. The fourth addition 
is a protective device to prevent fraudulent raising of the amount of 
the cheque. The second addition places the paying banker in some 
difficulty and is therefore objectionable. He would be justified in 
refusing payment of a cheque with this marking if it were an open 
cheque presented across the counter for payment, since he is not in 
a position to identify the payee, and he would also be justified in refusing 
payment, if the cheque bearing these words were a crossed cheque 
that bore evidence of having passed through the hands of a person 
other than the named payee. 

The holder of a cheque payable to bearer, or the holder of an 
uncrossed cheque payable to order, can himself obtain payment of 
the cheque across the counter by presenting it to the drawee banker, 
he having, in the second case, first indorsed the cheque. The holder 
of a cheque crossed generally cannot obtain payment except by having 
it presented to the drawee banker through another banker. The 
holder of a cheque crossed specially can obtain payment only through 
the banker named in the crossing. A banker may pay a cheque crossed 
generally only to another banker, and a cheque crossed specially only 
to the named banker. If he pays a cheque in a manner inconsistent 
with the crossing, and loss ensues, he cannot debit the drawer’s account, 
and he is liable to the true owner of the cheque, i.e. the person who is 
legally entitled to the cheque and its proceeds, A banlcer is in general 
accountable only to his customer ; his liability to the true owner in 
the circumstances mentioned is an exception to this rule. 

Indorsement of Cheques. — The indorsement of bills and cheques 
must conform to the designation of the indorser as indicated either 
on the face of the bill or cheque, or in a special indorsement thereof. 
By S. 33 (4) where the payee or indorsee is wrongly designated, or 
his name is misspelt, he may indorse the bill as therein described, 
adding, if he think fit, his proper signature. The correctness or 
incorrectness of an indorsement is, in the main, determined by banking 
and mercantile custom. No rules can be laid down that will meet 
all cases. The experience of a practical banker is the best guide, and 
the student is therefore referred to H. P. Sheldon’s Practice and Law 
of Bankings 3rd Edition, pp. 17-49, where the subject is exhaustively 
treated. 

Not Negotiable Crossing.-yBy S. 81, a person who takes a 
crossed cheque which bears on it the words “ not negotiable ” shall 
not have and shall not be capable of giving a better title to the cheque 
than that which the person from whom he took it had. The words 
“ not negotiable ” have no significance apart from one of the recog- 
nised crossings, and, when added to such a crossing, they in no way 
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impair the transferability of the cheque. What they do is to destroy 
its negotiability. The distinctive feature of negotiability is that a 
holder of a negotiable instrument, who has taken it in good faith, and 
for value, and without notice of any defect in the title of the person 
from whom he took it, in all cases, except when the instrument bears 
a forged signature, acquires an indefeasible title to the instrument. 
But, if he takes a cheque bearing a not negotiable crossing, he has no 
better title to the instrument than his transferor has. So, if A draws 
a cheque in favour of B and places upon it a not negotiable crossing, 
and B indorses the cheque, and the cheque is subsequently stolen by 
C, who persuades D to cash tlie cheque, then, notwithstanding that 
D may have taken the cheque in good faith, and for value, without 
knowledge that C was a wrongful holder, he has no better right to 
enforce payment of the cheque than C has, and that is no right at all. 
Had the cheque not borne a not negotiable crossing, D, in the same 
circumstances, would have been holder in due course of the cheque ; 
entitled to enforce payment of it both against B and A. No sound 
business man would change a not negotiable cheque for a stranger. 
Indeed, it is not the practice of sound business men to negotiate 
cheques at all. The practice is to pay them into the bank as quickly 
as possible for collection. But cheques are not uncommonly negotiated 
by private persons. 

Forged Cheques. — It is said that a banker is bound to know his 
customer’s signature, so that if a customer’s signature to a cheque is 
forged, and the banker pays it, he cannot debit the customer’s account 
with the payment. But the real ground of the banker’s liability when 
he pays a cheque bearing a forged signature is that he has paid away 
his customer’s money without authority to do so, on an instrument 
that is not a cheque, but a mere piece of paper. S. 24 of the Act, quoted 
on p. 771, defines the banker’s liability if he pays a bill or cheque 
containing a forged signature. The only case where a banker may be 
entitled to debit his customer with payment of a cheque bearing the 
forged signature of the drawer is where the customer is estopped or 
precluded from setting up the forgery, because by his conduct he has 
misled the banker, or induced him to believe the signature to be genuine, 
or has not repudiated the forged signature as soon as it has come to 
his notice. 

Fraudulent Raising of Amount of Cheque . — A customer is bound 
to exercise reasonable care in drawing cheques to prevent the banker 
from being misled, and if he does exercise reasonable care, and never- 
theless the cheque is fraudulently raised in amount, and the banker 
pays it, the banker cannot debit the customer with any greater sum 
than that for which the cheque was originally drawn. But where the 
customer negligently though innocently draws a cheque in such a 
manner as to facilitate fraud, e.g. where he leaves blank spaces or 
affords other opportunities for increasing the amount of a cheque, he 
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is guilty of a breach of duty to the banker, and is responsible to him 
for any loss that is the natural and direct consequence of his breach 
of duty {London Joint Stock Bank v. Macmillan and Arthur, [1918]). 
But the banker himself may be precluded from setting up the breach 
of duty against the customer in cases where, by the exercise of reason- 
able care, he could have detected the fact that the cheque had been 
tampered with. 

Forged Indorsement . — A banker’s duty with regard to indorsements 
on cheques is to see that they are correct as to form. If he pays a 
cheque, an indorsement whereon is irregular, he is liable to the true 
owner of the cheque should the indorsement be forged or unauthorised. 
But the paying banker, although he may satisfy himself that the indorse- 
ments are correct as to form, is not in a position to know whether the 
signatures are authentic. Accordingly, the Act affords him protection. 
By S. 60, where a cheque bears a forged or unauthorised indorsement, 
and the banker pays it in good faith and in the ordinary course of 
business, he is deemed to have paid the cheque in due course, although 
such indorsement has been forged or made without authority. S. 60 
applies only to cheques, not to other bills of exchange, and only to 
cheques payable to order, whether crossed or uncrossed. A cheque 
originally drawn payable to bearer need not be indorsed, and if any 
indorsements appear thereon the banker may ignore them. 

Payment of Crossed Cheques. — By S. 79, where a cheque is crossed 
specially to more than one banker, except when crossed to an agent 
for collection being a banker, the banker on whom it is drawn shall 
refuse payment thereof. If a banker pays a cheque so crossed, or if 
he pays a cheque crossed generally to any one but a banker, or if he 
pays a cheque crossed specially to any but the banker named, he is 
liable to the true owner of the cheque for any loss the true owner may 
sustain owing to the cheque having been so paid. Unless a banker 
pays a cheque strictly in accordance with the crossing, he is guilty 
of negligence and cannot debit his customer’s account with the 
payment. 

But protection is afforded to the paying banker by S. 80, which 
says that if a banker on whom a crossed cheque is drawn pays it in 
good faith and without negligence to a banker, if the cheque is crossed 
generally, and to the banker named, or his agent for collection being 
a banker, if it is crossed specially, then the banker paying the cheque, 
and, if the cheque has come into the hands of the payee, the drawer, 
shall respectively be entitled to the same rights and be placed in the 
same position as if payment had been made to the true owner of the 
cheque. 

Collection of Cheques. — The five paragraphs above deal with 
the perils that confront the banker paying cheques, and the statutory 
protection afforded to him, in certain circumstances, by SS. 60 and 80 
of the Act. The collecting banker, i.e. the banker who receives 



782 HIGHER BOOK-KEEPING AND ACCOUNTS 

payment, has also to face certain risks; and is also, in certain 
circumstances, afforded statutory protection. 

In general, the position of a banker who collects a cheque for 
his customer depends upon the customer’s title to the cheque. 
A banker who collects an uncrossed cheque for a customer, to 
which the customer has a defective title, or on which there is a 
forged indorsement, is entirely without protection, and is liable to 
the true owner of the cheque for conversion or for money had and 
received to his use, and the banker can look only to his customer for 
indemnity. By “ conversion ” is meant the “ wrongful intermeddling 
with the goods of another for the purpose of taking them away from 
the party entitled to them ” (Hart, Law of Banking, 3rd edn., p. 545). 
But if the banker be holder for value of an uncrossed cheque, or of a 
crossed cheque that is not marked “ not negotiable,” as, e.g., where he 
credits the cheque to his customer as cash, and by definite agreement 
expressed or implied allows him to draw against the cheque before 
clearance, then, in the case of defective or no title in the customer, 
he is holder of the cheque for value with a good title to sue all parties 
to the cheque ; and, in the case of forged indorsement, though he is 
liable to the true owner of the cheque, he has rights against indorsers 
subsequent to the forgery, if any there be. 

The protection a&rded to the banker collecting crossed cheques 
is contained in S. 82 of the Act. That section says where a banker in 
good faith and without negligence receives payment for a customer of 
a cheque crossed generally or specially to himself, and the customer 
has no title or a defective title thereto, the banker shall not incur any 
liability to the true owner of the cheque by reason only of having 
received such payment. By the Bills of Exchange {Grossed Cheques) 
Act, 1906, a banker receives payment of a crossed cheque for a cus- 
tomer within the meaning of S. 82, notwithstanding that he credits his 
customer’s account with the amount of the cheque before receiving 
payment thereof. 

It is to be observed that the banker must not only receive payment 
in good faith and without negligence, e.g. he must see that the indorse- 
ments purport to be correct and in order, but the cheque must be 
collected for a customer. The term “ Customer ” is not defined in the 
Act, but it seems to be essential that to be a customer of a bank one must 
have some sort of account with the bank and that a casual service 
performed by a banker for a person, e.g. where a banker cashes a 
cheque for a person introduced by a customer of the banlt, does not 
make that person a customer. 

Nan-Transferable Cheque.— Every cheque is negotiable that 
does not contain words proliibiting transfer, or indicating an intention 
that it shall not be transferable (S. 8 [i]). To make a cheque non- 
transferable, it must be drawn in such a way as to leave no doubt of 
the drawer’s intention. The words “ order ” or “ bearer ” should be 
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deleted ; the payee should be named restrictively, e.g. “ Pay James 
Brown only ” ; and the words “ not transferable ” should be plainly 
written across the face of the clieque. A non -transferable cheque is 
a mere mandate for the payment of money to a named payee, and the 
negation of a negotiable instrument. It must not, as it sometimes is, 
be confused with a cheque marked “ not negotiable.” 

Alterations on Cheque. — Every material alteration on a cheque 
requires to be attested by the drawer’s full signature or his initials 
appended to the alteration. Thus where the date or amount is altered, 
or the word “ order ” is changed to “ bearer,” etc., the drawer must add 
his initials or his signature to the alteration in order to authenticate 
the alteration. 

Marked Cheque. — Bankers sometimes place their initials upon 
cheques, and by so doing certify them as good for payment. This 
marking may be done at the request of the drawer, or of the banker 
collecting the cheque. If a cheque is marked at the drawer’s request, 
the banker is entitled to retain in hand sufficient funds to pay the 
cheque, and to dishonour other cheques of the drawer, if payment 
of these cheques would reduce the customer’s balance below the 
amount required to meet the marked cheque ; and the drawer cannot 
countermand payment of the cheque, which, by the marking, has been 
constructively paid. Marking at the customer’s request is not encour- 
aged by bankers. They prefer to give their own draft in exchange 
for the cheque. 

Marking at the request of the collecting banker is a recognised 
banking practice. When a cheque is received too late in the day for 
presentation through the Clearing House, it is taken, where circum- 
stances make that course desirable, direct to the drawee banker, who, 
if he holds sufficient funds of the drawer, marks it as good for payment 
next day. In this case the marking constitutes a complete appropriation 
of funds in the hands of the paying banker to the collecting banker 
in the ordinary course of business, and amounts to constructive pay- 
ment of the cheque. Such marking precludes the customer counter- 
manding payment of the cheque. 

Stale Cheques. — ^The word “ stale ” in connection with cheques 
may have reference to the negotiability of the cheque, or to the banker’s 
duty to pay the cheque on presentation. From the point of view of 
negotiability, a cheque, in the absence of special circumstances, would 
be regarded as stale, i.e. as having been in circulation for an unreasonable 
length of time, after the lapse of about ten days from the date of issue. 
A person who takes a cheque that has been in circulation for an 
unreasonable time may be considered to have taken it with notice of 
any defect in the title to the cheque of the person from whom he took 
it, and, therefore, in the event of a defective title in his transferor, 
be debarred from recovering the amount from prior parties to the 
cheque. As regards payment, banking practice differs. One banker 
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might consider a cheque to be stale, and require the drawer’s confirma- 
tion before he paid it, if it had been outstanding for six months from 
its date. Another banker might pay a cheque that had been outstanding 
for twelve months. Here, as in other connections, the banker would 
have regard to the special circumstances of the case. 

Post-Dated Cheques. — A post-dated cheque is a cheque that bears 
a date posterior to the date of its issue. It is perfectly valid for purposes 
of negotiation, but if a banker pays such a cheque before its due 
date, he loses his statutory protection as paying banker, and must bear 
any loss that results from his having so paid. Indeed, it is doubtful 
if he can in any circumstances debit such a payment to his customer 
if the customer objects. Further, if having paid a post-dated cheque 
before its due date, the banker were to dishonour other cheques not 
post-dated, because by payment of the post-dated cheque the customer’s 
balance had been depleted, he would be liable to his customer for 
damage to credit. 

Statute of Limitations.— All contracts by bill of exchange are 
simple contracts, and the drawer, acceptor, and indorsers of a bill, 
or the drawer and indorsers of a cheque, or the maker and indorsers 
of a promissory note remain liable upon the instrument for its amount 
for a period of six years, after which time all claims are barred by the 
Statute of Limitations. But this Statute does not apply to bank notes, 
the issuers of which are liable upon them no matter how long they have 
been in circulation. In the case of a cheque, if the drawer suffers loss 
through the holder’s delay in presenting the cheque ; if, e.g., the 
holder held the cheque for an unreasonable time, and the banker 
failed before the cheque was presented for payment, and the drawer 
was creditor of the banker for a larger sum by the amount of the 
cheque than he would have been had the cheque been presented and 
paid, then the holder could not recover from the drawer, but must claim 
against the banker’s estate. A claim may be taken out of the Statute, 
if the debtor aclmowledges in writing the existence of the debt, and 
signs the acknowledgment either by his own hand or that of his duly 
authorised agent ; or if he makes payment on account of the debt. 

III. Promissory Notes. 

A promissory note is an unconditional promise in writing made 
by one person to another, signed by the maker, engaging to pay, on 
demand or at a fixed or determinable future time, a sum certain in 
money to, or to the order of, a specified person or to bearer (S. 83 [i]). 

An instrument in the form of a note payable to the maker’s order 
is not a note unless and until it is indorsed by the maker (S. 83 [a]). 

A note may contain a pledge of collateral security, and, in case of 
default by the maker, confer authority to sell or dispose of the security 
deposited by the maker (S. 83 [3]). As in the case of a bill, the sum 
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for which a note is made may be payable by instalments, or with 
interest, etc. 

A note which is, or on the face of it purports to be, both made and 
payable within the British Islands is an inland note. Any other note 
is a foreign note (S. 83 [4]). 

No precise form is laid down for a note. So long as in form it 
satisfied the above definition it is valid. 

The following is a common form of note : — 


£100. London, 8 John Street, W.C. i. 

O January 15, 19... 

On demand I promise to pay to Mr, George Watson 
the sum of One Hundred Pounds value received. 

SoAMES Walker. 


Whereas to a bill of exchange and a cheque there are primarily 
three parties, to a note there are primarily two, viz. the maker and the 
payee. The maker of a note corresponds to the acceptor of a bill, 
and the first indorser of a note to the drawer of an accepted bill payable 
to drawer’s order (S. 89 [2]). The maker of a note is the person 
primarily liable thereon ; the drawer of a bill is liable thereon only if 
it has been negotiated, and the drawee does not accept or pay the bill. 

The maker of a note engages that he will pay it according to its 
tenor, and is precluded from denying to a holder in due course the 
existence of the payee and his then capacity to indorse (S. 88). 

The law as to bills of exchange applies with the necessary modifica- 
tions to promissory notes (S. 89 [i]). The provisions as to present- 
ment for acceptance, acceptance, acceptance supril protest, bills in a 
set, do not apply to promissory notes, and where a foreign note is 
dishonoured protest is unnece^ssary (S. 89 [3]). 

Joint and Several Notes; — ^Where a bill is accepted by two or 
more persons who are not partners, the acceptors are jointly liable 
thereon, and, in case of default, all should be sued, for if one only is 
sued, and judgment is obtained but is not satisfied, no action can 
lie against the other acceptors. But if a note is made by two or more 
makers, the makers may be jointly liable or jointly and severally 
liable. If the liability of the makers is joint and several, one maker 
may be sued alone, and if the judgment obtained against him is unsatis- 
fied, the other maker or makers may each be severally proceeded against 
in turn, until judgment is fully satisfied ; or, alternatively, all the makers 
may be sued together. It depends upon the form of the note whether 
the liability of the makers is joint, or joint and several. If a note reads 
“ We promise to pay ” and is signed by two or more makers, the 
liability is joint; if a note reads “ I promise to pay,” and it is signed 
by two or more makers, the liability of the makers is joint and several. 
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If a note is in the body of it made payable at a particular place, it 
must be presented for payment at that place in order to render the 
maker liable. In any other case no presentment for payment is 
necessary in order to render the maker liable. Presentment for pay- 
ment is necessary to make an indorser liable ; and if a note is in the 
body of it made payable at a particular place, the note must be presented 
for payment at that place. Where a place of payment is mentioned, 
not in the body of the note, but by way of memorandum only, present- 
ment at that place will make an indorser liable, but a presentment to 
the maker elsewhere will also make him liable (S. 87). If a note is 
dishonoured, due notice of dishonour must be given to an indorser. 
Presentment for payment of a note may be excused on the same grounds 
as presentment for payment of a bill is excused. 

A note payable on demand that has been indorsed must be presented 
for payment within a reasonable time of the indorsement, otherwise 
the indorser is discharged. A note payable on demand that has been 
negotiated is not deemed to be overdue so as to affect the holder with 
defects of title of which he had no notice, because a reasonable time 
for presenting it for payment has elapsed since its issue (S. 86). Notes 
are frequently made with the intention that they shall form a continuing 
security. Hence this difference in the law between bills and notes. 

Stamping Notes, — The scale for stamping is given on p. 761. 
It is to be noted that a bill payable on demand is stamped 2d. for 
any amount ; a note payable on demand is stamped ad valorem. 

Bank Note. — A bank note is a promissory note made and issued 
by a banker payable to bearer on demand. Until recently bank notes 
could not be issued in England (though they could in Scotland and 
Ireland) for less than The Currency and Bank Notes Act, 1928, 
however, authorised the Bank of England to issue notes of £1 and los. 
denomination, and these have since been in common use, replacing the 
Treasury Notes (issued by the Government), which previously served 
as currency. 

lOU- An I O U is an acknowledgment of indebtedness for a 
stated sum signed by the giver, who may be sued at any time thereon 
for a period of six years from its date. If the I O U contains, besides 
the mere acknowledgment of indebtedness, a promise to pay, it may 
constitute a promissory note. 

EXAMINATION QUESTIONS. 

1 . What are the characteristics of a negotiable instrument ? Give examples 
of such instruments. Is a bill of lading a negotiable instiument ? 

2 . Explain the uses in commerce of the bill of exchange. 

3 . Give the legal definition of a bill of exchange and comment upon the 
several clauses of the definition. 

4 . Give the stamp duty on the following : («} Inland bill drawn at 3 d/s 
for £850 ; {b) Inland bill drawn at 90 d/d for £335 ; (c) Foreign bill drawn 
at 3 m/d for £929, payable in Berlin, indoised in London ; (d) Promissory 
Note for £1,000 payable on demand. 
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5. Why is a bill drawn after sight or date presented foi acceptance ? Show 
alternative forms of acceptance by Stuart & Co., the drawees of a bill. What 
is a geneial and what a qualified acceptance ? If C. Seed, the holder of a bill, 
takes a qualified acceptance on a bill that has been negotiated several times, 
what must he do in order to bind the indorsers ? 

6. Give the rules as to presentment for acceptance of a bill ; also the rules 
as to presentment for payment. 

7. What are days of grace ? Give the due dates of the following bills : 
(a) bill dated June 30 payable at i m/d ; (b) bill dated Decembei 31 payable 
at 3 m/d. 

8. In what ways may a bill be dishonoured ? What must the holder of 
a dishonoured bill do befoie he can take action on the bill ? 

9. State what you know as to the giving of notice when a bill has been 
dishonoured. 

10. Of what does noting and protesting a bill consist ? Is it necessary 
to note a dishonoured inland bill, or to protest it; if so, when ? 

11. What is a case of need ? Explain acceptance for honoui suprd protest, 
and payment foi honour supra protest. 

12. The damages upon dishonour by non-payment of a bill are liquidated 
damages. Explain this, and the extent of the damages recoverable. 

13. Define, respectively, the liability of (a) the acceptor, (b) the drawer, 
and (c) an indorser of a bill. What is the drawer’s remedy against the drawee 
of a bill dishonoured by non-acceptance ? 

14. Differentiate between a holder and a holder in due course of a bill, 
and simply explain the difference by an illustration. 

15. What do you understand by the negotiation of a bill ? A bill is made 
payable to A.B. How is it negotiated ? Explain the terms “ indorsement 
in blank,” “ special indorsement,” and “ restrictive indorsement.” 

16. Explain the law of agency in connection with the drawing, acceptance, 
and negotiation of bills. What is the effect of indorsing a bill ” sans recours,” 
and when is it done f 

17. Mention the five ways in which a bill of exchange may be discharged. 

18. What is an accommodation party, and an accommodation bill ? A 
bill is paid by an acceptor who has accommodated the drawer of the bill. Is 
the bill discharged by the payment ? 

19. Wherein does a cheque differ from a bill of exchange ? 

20. Illustrate two general crossings of a cheque and two special crossings. 
What is the effect of adding to a crossing the words “ not negotiable ” ? 

21. A customer adds to the crossing of a cheque the words “ Payee’s 
Account only.” Discuss this addition from the point of view of the drawee 
banker. 

22. Drawer’s signature to a cheque is forged and the cheque is paid by the 
banker. Can the banker debit the payment to the drawer; if so, when ? 

23. A customer negligently draws a cheque. It is fraudulently raised in 
amount by the payee, and the banker pays the increased amount. Discuss the 
banker’s position (a) if the alteration were apparent ; (6) if it were not apparent. 

24. What is the banker’s duty as regards the payment of crossed cheques ? 
State the measure 01 tne protection afforded to the banker paying a crossed 
cheque by S. 80 of the Bills of Exchange Act. 

25. A banker collects a crossed cheque for a customer who has a defective 
title to the cheque. In what circumstance is the banker protected in so doing ’ 
Supposing the cheque were uncrossed, what then is the banker’s position ? 
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26. What IS a non-transferable cheque, and what is a marked cheque ? 

27. Discuss the question of stale cheques from the point of view (a) of 
payment ; (b) of negotiability. 

28. Define a promissory note. What is a joint note, and a joint and several 
note ? 

29. A banker pays a post-dated cheque, and subsequently dishonours 
cheques not post-dated. Discuss the banker’s position. 

30. Define a banknote, What is an I O U, and when may it amount to 
a promissory note ? 

31. Explain the phrase “ exchange as per indorsement,” and also what is 
meant by “ re-exchange.” 



Chapter XXII 

BANKING. FOREIGN EXCHANGE 
I. Banking 

The original bankers in this country were the London goldsmiths, 
who, since they possessed the necessary accommodation of strong 
rooms, combined with their craft and its adjuncts money changing 
and money lending, the reception for safe custody of the money and 
other valuables of their customers, issuing therefor accountable 
receipts, undertaking to restore on demand the property deposited. 
In this last function they acted as bailees, except that, so far as loose 
money was concerned, they refunded not the actual coins deposited 
but their equivalent. Coins have no earmark. These accountable 
receipts were the forerunners of the bank note, the change from a 
receipt made out in the name of a particular depositor to a document 
promising to pay on demand a definite sum to bearer being both easy 
to make and in the obvious line of development. 

Apart from the profit earned by the goldsmith-bankers by loaning 
their own money, they soon found that a proportion of this money 
deposited with them by their customers always remained in their 
hands, and that they could safely lend at interest against this nucleus 
of deposits to persons desirous of borrowing from them, provided that 
they did not lend in excess, or for too long periods, and were careful to 
whom they lent. They did this by issuing to borrowers their own 
promissory notes payable on demand ; and, in so doing, they made a 
further discovery, viz. that, since a proportion of their issued notes 
always remained in circulation, a given amount of money held in their 
vaults could support the issue of a considerably larger amount of 
notes. Accountable receipts could be issued only to the extent 
of covering the actual money or other valuables deposited ; the issue of 
pieces of paper promising to pay definite sums of money on demand 
was unconditioned, except by the willingness of the public to accept 
these legal acknowledgments of indebtedness in lieu of actual cash, 
and the issuer’s business acumen, prudence, and honesty in gauging 
the extent to which he could issue them, so as always to be able to 
discharge in cash on demand the varying proportion presented for 
payment. 

Thus were evolved the foundation principles of modern banking : — 
(a) The mobilisation of capital, and its temporary transfer under 
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interest from those who have no immediate nse for it to those who 
can employ it profitably in trade or industry. 

{b) The creation of the thing called “ banking credit ” by means 
of its appropriate instruments, the promissory note, the bill of 
exchange, and the cheque. 

In point of time, banking credit created by the issue of notes preceded 
banking credit erected upon deposits operated upon by cheque, the 
latter form of credit requiring for its safe conduct a much higher 
degree of commercial and banking development, and wider banking 
experience than was required for the safe conduct of a note issue. 
The modern system of deposit banking was initiated in the later 
decades of the eighteenth century by the London private bankers, 
who found it difficult to circulate their notes in face of the powerful 
competition of the Bank of England. Deposit banking received great 
stimulus by the passing of the Bank of England Act, 1833, which 
authorised the establishment in London of joint stock banks, but with- 
out the right to issue notes. The activities of these early London 
joint stock banks were therefore confined to deposit banking. 

The greater the volume of deposits, the larger was the fluctuating 
nucleus of deposits against which the bankers could lend. Hence, 
quite early, they proceeded to attract deposits by paying interest on 
them, the difference between the interest paid and the interest charged 
constituting the main source of their profits. 

Prior to the foundation of the Banlc of England, banking was 
entirely in the hands of private firms. The Bank of England was 
established by an Act of Parliament passed in the year 1694, and, 
under the power conferred by that Act, was subsequently incorporated 
by Royal Charter under the style of The Governor and Company of 
the Bank of England. The liability of the members was limited to 
the amount of their subscriptions to the capital fund. The instability 
of public credit had long pointed to the necessity of establishing in 
England a powerful bank on the Continental model. But the imme- 
diate occasion of the Bank’s foundation lay in the financial necessities 
of the Government of William and Mary ; and its precise form differed 
from that of the Continental State Banks. The Bank’s Charter was 
granted in return for a loan to the State, at 8 % interest, of the whole of 
its initial capital of 200,000. In 1696, a monopoly of joint stock 
banking in the United Kingdom was conferred upon the Bank. 

From the foundation of the Bank, right down to the passing of 
the Bank of England Act, 1833, the maintenance of the Bank’s excep- 
tional position impeded banldng development in England, and 
encouraged the formation of weak private banks of issue, with 
consequent extremely numerous banking failures and recurring 
financial crises. Similar effects attended the inauguration of Banking 
in Ireland — the Bank of Ireland was established by Royal Charter in 
1783. But, in Scotland, the monopoly of Joint Stock banking conferred 
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upon the Bank of Scotland, established by Royal Charter in 1695, 
was withdrawn in 1715. In 1727, the Royal Bank of Scotland, and, in 
1746, the British Linen Company’s Bank were founded — both by 
Royal Charter. Banking in Scotland had, therefore, a much freer 
course than it had in England. 

The Bank of England is, and always has been, a private institution. 
But its great resources (by the year 1816 its capital had grown to its 
present amount, £14,553,000) ; its privileges ; and its close connection 
with the State as its banker, agent, and creditor, gave it a position and 
prestige that no other bank in the United Kingdom could challenge, 
and so gradually led to its voluntary assumption of responsibilities for 
the maintenance of the national credit such as, in other countries, are 
borne by Central State Banks. For long years now the Bank has 
been less concerned with earning the highest possible dividends for its 
stock holders than it has for the well-being of public credit. It is the 
pivot of our British banking system, and plays the same part in our 
monetary economy as do the State banlcs of other countries. 

In 1708, an Act was passed forbidding any banking corporation other 
than the Bank of England, or partnership of more than six persons, to issue, 
in England, notes payable on demand. 

The rigour of the Act of 1708 was relaxed by the County Bankers Act, 
i8a6. Under that Act, banlung corporations, or banking partnerships 
exceeding six persons, could be formed in England so as to issue notes 
payable on demand, provided that they had no office in London, and no 
places of business within sixty-five miles of London, and their notes were 
payable at a place or places specified thereon exceeding sixty-five miles 
from London. The same Act authorised the Bank of England to open 
branches in any place or places in England. [The Bank has opened a few 
branches, but the great development of branch banking has been effected by 
joint stock banks, other than the Bank of England, and in much more lecent 
times.] 

The Bank Notes Act, 1838, authorised the issue in England (except 
within the City of London or within three miles thereof) of bank notes on 
unstamped paper. Bankers in England were authorised to issue bank notes 
for sums of or over payable to bearer on demand, on unstamped paper, 
provided that they had obtained a licence so to do, and had given security 
by bond for the stamp duty, 

By the Bank Notes (No. z) Act, 1838, no bank in England could issue 
notes payable to bearer on demand for less than £5. 

The Bank of England Act, 1833, authorised the formation of banlung 
corporations, or partnerships exceeding six persons, in London or within 
sixty-five miles of London, but not so as to issue in England notes payable 
to bearer on demand. The same Act constituted the notes of the Bank of 
England a legal tender in England and Wales for all sums above £5, except 
by the Bank and its branches. [Bank of England notes are not legal tender in 
Scotland and N. Ireland ; notes issued by Scots and North Irish bankers are not 
legal tender anywheie.] 

The Bank Charter Act, 1844, forbade the establishment in the United 
Kingdom of any new bank of issue, and, in England and Wales, restricted 
the issue of bank notes payable on demand to those bankers who were lawfully 
issuing such notes on May 6, 1844. But no banker was to have in circulation 
a greater rponthly average amount of notes than the average amount that 
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he had in circulation cornputed over the twelve weeks preceding the 27th 
day of April, 1844. [Existing Scots and N. Irish banks of issue are allowed to 
issue in excess of this maximum provided that the excess issue is covered 
pound for pound by Bank of England notes,] 

As regards the Bank of England itself, its business was to be divided 
into two distinct departments : {a) the Issue Department, (h) the Banking 
Department, and an account for each department — the Bank Return — made 
out in the form set out in Schedule A annexed to the Act, was to be rendered 
every week to the Commissioners of Stamps and Taxes [now merged in the 
Board of Inland Revenue], The Issue Department was to assume the 
liability for all the Bank’s notes then issued, and against this liability was to 
be set the sum of £11,015,100, being the Government’s debt due to the 
Bank, and a further sum in securities of £2,984,900, Thus, at that date, 
the Bank’s issue of notes against securities — therefore termed the fiduciary 
issue — amounted to £14,000,000. All notes issued in excess of that amount 
were to be secured pound for pound by gold and silver held in the Issue 
Department, but the silver held was not to exceed one-fourth part of the 
gold. 

It was also provided that if any banker in the United Kingdom entitled 
to issue notes payable on demand should cease to carry on the business of 
banking, or discontinue the issue of notes either by agreement with the Bank 
of England or othemise, he could not thereafter issue notes, and the Bank 
could, by authorisation, increase its fiduciary issue of notes to the extent of 
two-thirds of any note is.sue that should lapse. Under this provision, the 
Bank increased its fiduciary issue by £5,750,000 to its maximum of £19,750,000, 

The Bank Charter Act was designed to prevent the recurring monetary 
crises that had convulsed the country in the past, and to ensure the con- 
vertibility of the note. But it failed in both respects, and has been much 
criticised on that account. Criticism of the Act has, however, been silenced 
by the course of events. Its failure was largely due to lack of experience 
and insight in discriminating between banking credit based on the issue of 
notes and banking credit erected upon deposits operated upon by cheque. 
Already, in 1844, the former sort of credit was meeting formidable competition 
from the latter ; and it may be said with truth that, throughout the greater 
part of the nineteenth century, the whole banking world was at school 
learning painfully by experience how to handle the new credit instrument, 
so as to afford the maximum of benefit to industry and trade with the minimum 
of risk to itself. By the year 1890 the necessary degree of banldng experience 
and organisation had been fully attained. In that year the failure of the 
great house of Baring Brothers was prevented from precipitating a financial 
panic of the first magnitude by the patriotic behaviour of the Bank of England, 
and the financial skill of its then Governor, Mr. Lidderdale, in association 
with the directorates of our large joint stock banks. 

By the Joint Stock Companies Act, 1857, the number of persons who 
could unite to form a banfang partnership was increased from six to ten, 
but cannot exceed ten. This provision is re-enacted in S. 358 of the 
Companies Act, 1929. 

The Act of 1833 had widespread consequences. Under that Act, 
banking corporations, or partnerships of more than six persons, could 
be formed in London. The first to be formed was the London and 
Westminster Bank in 1834, quickly followed by others. 

These were not corporations as we understand the term to-day. They 
were common law partnerships with unlimited liability, who sued or 
were sued through two or more of their members appointed in their 
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Deeds of Settlement as public officers of the corporation. Limited 
liability secured by registration was impossible until 1855, and it was 
not until 1858 that the privilege was extended to banking corporations. 
Even so, no bank of issue to-day in Great Britain or Northern Ireland 
enjoys limited liability in respect of its note issue. 

Long before 1833, the London private bankers, yielding to the 
powerful competition of the Bank of England, had ceased to issue 
notes, and had developed the modern system of deposit banking and 
withdrawal by cheque ; and by the year 1775, the London Clearing 
House had grown from its first informal beginning into an established 
institution. 

The London private bankers, and also the Bank of England, 
turned a cold shoulder to the new joint stock banks, and for some 
years these banks occupied a somewhat anomalous position. But the 
future lay with them, and when they had so far established their 
position that they could no longer be excluded from membership of 
that Mmewhat exclusive institution, the London Clearing House {they 
were admitted in 1854), banking entered upon its penultimate stage of 
development. 

The pre-condition of the establishment and growth of a banking 
system is, of course, the inauguration and steady expansion of industry 
and trade. The course of British banking has been traced briefly, 
beginning with 

(a) Bailment, its characteristic instrument being the accountable 
receipt ; 

(b) Deposit banking and the creation of banking credit by the 
issue of notes ; 

(c) The founding of the Bank of England ; 

(d) The multiplication throughout the country of private banks 
of issue ; 

(e) The development by the London private bankers of deposit 
banking operated upon by cheque, and of banking credit erected 
upon deposits, the characteristic instruments being the cheque and 
the bill of exchange. 

(f) The establishment of a Clearing System, i.e. a method of 
settling the mutual daily indebtedness between banker and banker, 
as evidenced by the note, the cheque, and the bill of exchange, by 
set off, and payment by one to the other of the daily balances in one 
sum ; and, later, by a simple transfer in the books of the Bank of 
England, with which institution all clearing bankers keep an 
account ; 

(g) The accession to the ranks of the London private bankers 
of the early joint stock banks ; 

(h) The passing of the Bank Charter Act of 1844. 

The rest of the story may be compressed as follows : — 

(a) By operation of the Act of 1844 note issues have gradually 
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been suppressed until now the only bank of issue in England and 
Wales is the Bank of England. 

{b) The Clearing House System, keeping pace with banking 
growth, has been perfected and extended to the large provincial 
towns. The London Clearing House now comprises three sections : 
Town, Metropolitan, and Country Clearing. In 1938 the bills, 
cheques, etc., passing through the Town Clearing totalled 
jf39,3ii, 117,000; the total for the Metropolitan Clearing was 
^1,854,435,000; the total for the Country Clearing, X 3, 03 9 >432 ,000: 
an aggregate of ,{144,304,974,000. The provincial Clearing Houses 
are concerned with the collection of local cheques only, and Scotland 
and Northern Ireland have independent clearing systems. 

(c) By amalgamation with, and absorption by, the large joint 
stock banks, and from other causes, e.g. failure, and registration 
with limited liability, the private banks have been gradually reduced 
in number almost to the point of extinction. For that reason, and 
because of the growth of the habit of banldng, not only amongst the 
trading community but also amongst the general public, the deposits 
of the joint stock banks have reached enormous proportions. Even 
by the close of the nineteenth century the resources of some of these 
banks overshadowed those of the Bank of England itself. The Bank 
of England has always, as a rule, refused to pay interest on deposits, 
and has therefore offered no inducement to the great mass of the 
public to open accounts with the Bank. 

(ff) Following the general trend of capitalistic enterprise every- 
where to form larger and larger aggregates, joint stock banks them- 
selves have amalgamated . The net result is that the whole commercial 
banking system of Great Britain and Northern Ireland is now in 
the hands of a few large joint stock banks, chief amongst which, 
omitting the Bank of England, are the following five great institutions 
with their affiliated banks in Scotland and Northern Ireland, and their 
thousands of branches tliroughout the country : The Midland Bank, 
Ltd. ; The Westminster Bank, Ltd. ; The National Provincial 
Bank, Ltd. ; Lloyds Bank, Ltd. ; Barclays Bank, Ltd. Other 
large English banks are: Martins Bank, Ltd,; Baring Brothers & Co., 
Ltd.;^ Glyn, Mills & Co. (private company); Hambros Bank, Ltd.; 
District Bank, Ltd.;' Lancashire and Yorkshire Bank, Ltd.; Man- 
chester and County Bank, Ltd.; National Bank, Ltd.; Williams 
Deacon’s Bank, Ltd. Besides these banks there are the three 
great Discount Houses, which also accept deposits, viz. National 
Discount Co., Ltd.; Union Discount Co. of London, Ltd., 
and Alexander’s Discount Co., Ltd.; and the great financial 
houses such as N. M. Rothschild & Sons; Frederick Huth 
& Co.; Kleinwort, Sons & Co.; Samuel Montagu & Co.; etc. 
Then there are the great unaffiliated Scots banks: Bank of 
Scotland; Royal Bank of Scotland; Commercial Bank of Scotland, 



BANKING 


795 

Ltd.; North of Scotland Bank, Ltd.; and the Union Bank of 
Scotland, Ltd.; and one unaffiliated Ulster bank, the Northern 
Banking Co., Ltd. 

(e) In addition to the banks enumerated above there are the 
London offices of the foreign banks, of the self-governing Dominions, 
and of the British banks operating in the Dependencies, the Colonies, 
and elsewhere. The Dominion and foreign banks conduct their 
businesses for the benefit of their own peoples, and are therefore 
outside the British banking system, although linked with it in the 
course of trade, and, so far at least as the Dominion banks are con- 
cerned, by community of interest. 

(/) Prior to the Great War foreign banking was mainly in the 
hands of foreign banks operating through their London offices. 
To-day a large and growing proportion of the foreign exchange 
business arising from our international trade is transacted by our 
British Banks operating through their foreign subsidiaries or 
correspondents. Thus much of the profit derived from this 
source, which formerly passed to foreign banks, is now secured 
by our own banks, and by other British financial houses engaged 
in foreign exchange business. 

Functions of a Banker. 

There is no statutory definition of the term “ banker.” Clearly, 
a banker is one who carries on the business of banking, and by the 
Bills of Exchange Act, 1883 (S. 3), the word “ banker ” includes a body 
of persons whether incorporated or not who carry on that business. 
But what is banking business ? The one feature that distinguishes 
banking in this country from all other business is the receipt of money 
on current account and its repayment by cheque. So Dr, Heber Hart 
defines a banker as “ one who, in the ordinary course of Iris business, 
honours cheques drawn upon him by persons from and for whom he 
receives moneys on current accounts.” This is a descriptive, not a 
legal, definition, and it is confined to one only of a banker’s functions, 
albeit the chief and distinguishing function. 

In the varied functions that a banker may perform for his customers 
he may act sometimes as a principal and sometimes as an agent. These 
functions may be enumerated as follows : — 

(i) To receive money on current account repayable on demand, 
and/or on deposit account repayable with interest after due notice 
given. In this connection the banker is a borrower and debtor to 
his customer to the extent of the customer’s credit balance on 
current account, and/or on deposit account. 

The money received by a banker from his customer may be in 
the form of legal tender, or it may come to him in the shape of cheques 
of which the customer is payee, or holder in due course ; or of bills of 
which the customer is drawer, or payee, or holder in due course; 
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or of promissory notes of which the customer is payee or hoidei in 
due course ; or in the form of dividend warrants, interest coupons, 
etc. These instruments representing money must then be presented 
for payment to the bankers, or other persons on whom they are drawn, 
or by whom they are payable, and the proceeds of collection be credited 
to the customer’s current account. In this capacity of collecting 
banker for his customer, the banker is, in general, his customer’s agent, 
bound to exercise due diligence in safeguarding his customer’s inter- 
ests. But a banker may incur liability to the true owner of the instru- 
ments collected for a customer in certain cases where the customer is 
not the true owner of them, and the banker is unable to claim statutory 
protection for his acts {see p. 781). 

Repayment consists in honouring the cheques drawn upon him by 
his customers and, if so instructed, in paying bills of exchange which 
the customers have accepted, or promissory notes they have made, 
and in paying dividend warrants, coupons, or other orders for payment 
which they may have issued. In the capacity of paying banker the 
banker is also his customer’s agent. The customer is the mandant 
giving certain orders for payment, and the banker is the mandatory, 
bound to carry out those orders promptly and with exactitude, so long 
as they are issued in legal form ; and ai-e authenticated by the customer’s 
signature, or by the signature of his duly authorised agent ; and are 
free from ambiguity ; and so long as he is debtor to his customer, 
whether actually or by agreement, as, e.g,, when he has lent money 
to his customer either by way of loan or overdraft. 

(2) To lend money to his customers, (a) on loan account, or (6) 
by way of overdraft. Usually a banker lends against security given 
by the customer, or by a third party on the customer’s behalf, and 
always at interest. In this capacity the banker acts as a principal, 
and is the creditor of his customer till the loan is paid off, or the 
current account is again in credit. 

(3) To discount Bills of Exchange and Promissory Notes for 
his customers. This is similar, in practice, to lending at interest 
against security ; although quite different in principle. 

(4) To issue Drafts, Mail Transfers, Telegraphic Transfers, 
Travellers’ Letters of Credit, Circular Notes, Travellers’ Cheques, 
etc. Here the banker acts as a principal, selling his own unimpeach- 
able credit instruments against his customers’ cash. Under this head 
the issue of bank notes may be included. In England and Wales 
the issue of bank notes is now confined to the Bank of England. But 
there are several Scots and N. Irish banks with important note issues. 

Bankers and financial houses in this country have banker corre- 
spondents in all the large towns throughout the world, and some of 
them have subsidiaries, or branches in Continental capitals, and in 
the capitals and large towns of other countries in which British 
banks are allowed to establish branches. Similarly, the chief foreign 
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banks and financial houses have branches or correspondents in London 
and throughout the world. 

A Banker's Draft is an ordinary cheque, or it may be a bill payable 
at some time after sight or dale, drawn upon a foreign branch of the 
bank, or upon another banker in the foreign centre, in favour of a 
named payee, either against a balance kept by the drawing banker 
with the drawee, or against cover to be provided by the drawing 
banker. The cheque is handed to the purchaser, against cash or a 
debit to his current account, and is posted by him to the person in 
whose favour it is drawn. Such drafts are usually drawn in a set 
of two marked respectively “ Original ” and “ Duplicate.” 

A Mail Transfer. — This instrument is similar to the draft, but, 
instead of handing a cheque or bill to the purchaser, the banker him- 
self directs his branch or correspondent, by mail, to make the payment 
to the named beneficiary. The work of remittance is done entirely by 
the bank. The paying banker intimates to the beneficiary at the time 
of payment the name of the remitter, and the purpose to which the 
remittance is to be applied, and he obtains a receipt for the payment. 

A Telegraphic Transfer {or T.T.). — In this case the remittance 
is effected by cable. The cable is in code and authenticated by a test 
word known only to the remitting and paying bankers. 

Travellers' {Circular) Letters of Credit. — Acceptance credits are 
dealt with below. Travellers’, or Circular, Letters of Credit are 
credits issued to persons who propose to travel abroad. They 
are addressed not to one foreign banker or correspondent, but to the 
issuing bank’s correspondents generally in those countries which the 
purchaser intends to visit. A list of such correspondents is given in 
the letter, The credit is for a stated maximum, and authorises the 
correspondents to pay the bearer whatever sums he may require up 
to the limit, against his sight drafts drawn in sterling upon the banker 
issuing the credit, the drafts to bear the phrase “ Drawn against L/C 

No. Whenever the beneficiary draws such a draft, the paying 

banker must write particulars of it on the back of the credit, and the 
correspondent paying the last draft (exhausting the credit) is required 
to cancel the letter and attach it to the draft. The beneficiary under 
the credit is also provided with a Letter of Indication, which he ought to 
sign as soon as it is handed to him by the issuing banker. The paying 
banker requires this document to be produced to him before he pays, 
and he also requires the drafts drawn by the beneficiary to be signed 
in his presence, in agreement with the specimen sigiiature in the letter 
of indication. As a precaution, the letter of indication should be 
carried separately from the letter of credit. 

Circular Notes. — These fulfil the same functions as Travellers’ 
Letters of Credit. In form they are similar to cheques, and are drawn 
upon the issuing banker in favour of the paying banker, or round sums 
of identical amount — £io, £20, etc. The drawer’s signature to 
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the cheques is appended in the presence of the paying banker, and 
by him compared with the specimen signature in the letter of indication. 

Travellers' Cheques. — These are much the same as Circular Notes, 
but would appear to be less safe than Notes, since they already bear the 
drawer’s signature. They are authenticated by the drawer again 
signing his name to the instrument in the presence of the paying 
banker. These cheques are commonly issued by such institutions as 
the Canadian Express Company, the American Express Company, and 
Thos. Cook & Sons, Ltd., and are coming into use by other British 
bankers. 

All these instruments may be expressed to be payable, and be paid, 
in sterling, or in foreign currencies. Where they are expressed to be 
payable in sterling, payment is made in foreign countries, in the 
currency of the particular country, at the paying bankers’ buying rate 
for sight drafts on the country of issue at the time of payment. See 
(12), p. Soo. 

(5) To issue Acceptance Letters of Credit. These may be in 
one of several forms : — 

(a) Clean {Blank) Credits, i.e. credits operated upon by bills 
of exchange unaccompanied by shipping documents. 
Such credits are issued only to foreign bankers and 
financial firms of the highest repute. 

{b) Documentary Credits, i.e. credits which require the bills 
of exchange drawn under them to be attached to the 
shipping documents — Bill of Lading, Invoice (Consular 
or ordinary), Certificate of Origin, Policy of Insurance, 
etc. — covering the shipments against which the bills 
are drawn. 

These credits {a and b) are of various kinds : — 

(a) Confirmed Credit. — ^This is a credit that cannot be cancelled 
except by consent of the beneficiary, i.e. the person in 
whose favour the credit is issued. 

{b) Unconfirmed Credit. — An unconfirmed credit can be 
withdrawn at any time with, or even without, notice to 
the beneficiary. 

{c) Revolving Credits. — These are continuing credits, as dis- 
tinguished from an ordinary credit for a definite amount, 
but subject to limitations, as, e.g., that the total amount 
of the bills drawn under the credit, and current at one 
time, shall not exceed a stated maximum. 

All credits are limited to a definite period of time, usually not 
exceeding from six to twelve months. 

In granting Letters of Credit the banker, the grantor of the credit, 
undertakes to accept bills drawn by the grantee, the beneficiary under 
the credit, provided that the grantee strictly observes the conditions 
mentioned in the Letter. In this way the banker supports his own 
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customer’s credit by guaranteeing payment in due course of the bills 
drawn under the credit, and so facilitates the negotiation of the h ills 
at the lowest discount rates in the country of their origin. The cus- 
tomer undertakes to put the banker in funds on or before maturity of 
the bills accepted under the credit. In addition, the banker usually 
requires his customer to deposit security, and he charges him a small 
commission for his services. 

(6) To advance against, to discount (to purchase), or merely to 
collect the documentary bills drawn by British exporters on their 
foreign customers, or, on behalf of foreign correspondents, to collect 
such bills drawn by foreign exporters on British importers. 

A documentary bill may be either a D/A bill = documents to be 
surrendered upon acceptance of the bill, or a D/P bill = documents 
to be surrendered on payment of the bill. In the latter case, the 
drawee may, in order to secure the documents, and so the goods 
represented by them, before maturity of the bill, retire the bill under 
rebate, i.e. he may pay the amount of the bill less an interest allowance 
for the unexpired period that the bill has to run to reach maturity. 

Where a banker makes an advance against such bills, or discounts 
(= purchases) them, he commonly takes from his customer a document 
known as a Letter of Hypothecation. This document constitutes a 
pledge of the documents of title, and therefore of the goods, to the 
banker, and authorises him amongst other things to sell the goods, 
if, upon due notice to him of dishonour, the customer does not repay 
the advance, and to apply the proceeds against the advance, leaving 
him free to come upon the customer for the difference, should the 
proceeds realised by sale of the goods, less the expenses incurred, 
prove less than the amount advanced to the customer. 

Where a customer upon whom a documentary bill is drawn obtains 
an advance from the banker on the security of the documents, the 
banker frequently releases the documents to the customer upon the 
customer signing a Trust Receipt. By this document the customer 
undertakes to hold the goods and the proceeds of sale thereof in the 
name of, and in trust for, the banker, and to repay the advance from the 
proceeds of sale of the goods within a specified period of time. 

(7) To act as agent for his customers in the purchase and sale 
of Government and Industrial Securities — stock, shares, bonds, 
etc. In transactions of this kind the banker is remunerated by 
sharing with the broker whom he employs in the purchase or sale, the 
brokerage chargeable on the transaction. 

(8) To make periodical payments on behalf of customers in 
respect of their club and charitable subscriptions, insurance premiums, 
etc. In this connection the banker is an agent carrying out his 
customers’ mandates. 

(9) To store for safe custody the valuables of Iris customers, 
e.g. securities, plate, jewellery, etc. In this service the banker is 
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a bailee, and is liable to his customer if he delivers the valuables to 
the "wrong person, or if, thiough his gross negligence, they are lost, 
stolen, destroyed, or fraudulently abstracted while they are in his 
custody. 

(10) To answer enquiries addressed to him by other bankers 
regarding the financial standing and business integrity of his customers . 
In answering enquiries the banker is not required to do more 
than speak from his o"wn personal knowledge of his customer ; he 
must not disclose the state of the customer’s account unless the 
customer expressly authorises him to do so ; and he must be cautious 
in what he says, since an action for negligence and breach of duty 
may lie against him should he damage his customer’s credit by 
his reply. 

(11) Some Joint Stock banks take power to act as Executors and 
Trustees for their customers and others ; and also as Custodian 
Trustees under the Public Trustee Act, 1906. A Custodian Trustee 
has the custody of the trust property but not the management of it, 
and has power to charge and retain or pay out of the trust property 
fees not exceeding those chargeable by the Public Trustee acting 
as Custodian Trustee. 

(la) To buy or sell foreign currencies from or to his customers. 
In this connection the banker acts as a principal. 

In London is centred the world’s greatest market for foreign 
exchange. This is due not alone to the enormous foreign trade of 
this country, but also to the fact that a considerable part of the foreign 
trade of European and of other countries is financed by the London 
bankers and accepting houses, who charge a commission for this 
service. 

The London foreign exchange market consists of two groups, viz. 
principals and brokers. The principals are the banks and financial 
houses dealing in foreign exchange, numbering in all about izo. 
These are the actual buyers and sellers of foreign currencies, and they 
are remunerated by the fractional differences between their buying and 
selling rates. They may buy direct from, or sell direct to, their own 
customers, and they may transact market deals, i.e. buy in large 
amounts from, or sell to, other principals. Etiquette demands that 
market deals shall always be transacted through brokers. But business 
transacted between principals on foreign trunk calls is done without 
the intei"vention of a broker. 

Of brokers there are all told about forty firms. The broker cannot 
buy or sell on his own account. His function is to ascertain, by enquiry 
of the principals, and from information derived from other sources, 
the tendency of the market, and the rate at which business can be done 
in a particular currency ; and when he has found the rate, and is 
actively dealing, he quotes the same rate both to the principals who buy 
and the principals who sell that particular currency. Thus he might 
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quote Paris 123.85—133.90, meaning that he is selling French francs 
on behalf of the market at 123.85 to the ^ and buying that currency 
on behalf of the market at 123.90 to the £. The broker is not remu- 
nerated. by a difference in price, but by a fixed brokerage, which, in 
the case of French francs, is los. per quarter million francs, charged 
by him both to seller and buyer. Only when the broker has effected 
a deal does he inform his principal of whom that principal has bought, 
or to whom he has sold, and, having done so, he steps aside, and 
leaves the two principals to arrange the details of delivery and settlement. 

There is no single place or building in which this market is held. 
The offices of the principals and brokers are connected by telephone, 
and all business is transacted by telephone. Both principals and 
brokers have access also to Continental centres. New York, etc., and 
by means of trunk telephone calls and cable messages are kept in 
close touch with those exchange markets, and their requirements and 
tendencies. 

The principals endeavour in their buying and selling to run an 
even book in every currency in which they deal. If, for example, a 
bank dealer has bought in all twenty million francs on a particular 
day, he endeavours to sell the same amount on the same day, and so 
even up his book for that currency. In practice, he usually finds 
himself short or long in his dealings at the close of business, and he 
rectifies the discrepancy next day, or as soon as possible, unless for 
particular reasons it is to his own interests that he should be oversold 
or overbought. 

Foreign currencies are bought and sold for immediate delivery 
against sterling, or, in the case of market deals, for delivery and pay- 
ment on the value date, which for French francs is two days from the 
date of sale. Transactions of this kind are transactions in spot exchange. 
But currencies are also bought and sold for payment on a future date, 
and such dealings are known as transactions in forward exchange. 

Transactions in forward exchange involve dealings in spot exchange, 
for when a bank dealer sells forward, say $150,000 (an amount important 
enough to be dealt with in the forward market), for payment and 
delivery two months hence, he immediately buys the same amount 
spot. The spot purchase closes his exchange risk in the spot market, 
and secures to him his profit, leaving him with $150,000 for which he 
has paid sterling, and which will not be wanted for two months. 
But the dollars command a price, and the sale of them would release 
the sterling. If the dealer can gain a higher interest rate by holding the 
sterling in London than he can by holding the dollars in New York, 
and if he does not particularly want the dollars on his books, then he 
goes into the forward market and does a third combined deal, by which 
he completely covers his position. He sells the $150,000 spot, thus 
releasing his sterling, and buys the dollars back again for payment 
and delivery two months hence. This combined deal is always done 

Sa 
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at a difference, the difference being in the buyer’s favour, if the 
particular currency stands at a discount, and against the buyer, if it 
stands at a premium. The forward rate quoted to the customer allows 
for this difference. 

The reason for forward dealing is that, when a particular currency 
is violently fluctuating in value, it makes foreign trade less of a specula” 
tion than it might otherwise be. If, e.g., an English buyer has to pay 
his foreign seller a large sum in the seller’s currency, say two months 
hence, and the currency is an appreciating one, i.e. as time passes 
progressively less of the foreign currency is being given for the then 
by securing the currency now for delivery two months hence, i.e. 
by buying it forward for payment and delivery at the date on which it 
is wanted, he protects himself no matter how much the currency may 
appreciate. Again, suppose an English exporter to have sold a large 
quantity of goods priced in foreign currency, for payment two months , 
hence, and the then rate of exchange shows him a profit of lo % on the 
transaction. If the currency in question is progressively depreciating, 
i.e. if more and more of the foreign currency is being demanded for 
the £ sterling, his profit may be completely gone by the time that 
payment is due. By selling the currency two months forward at the 
time he sold the goods, he secures his profit. 

Settlement of International Debts. — The mode of settlement 
of international debts involving foreign exchange is comparable with 
the manner in which bills, cheques, and other effects are settled through 
the Bankers’ Clearing House in London. 

By way of illustration, we will confine our view to two countries — 
France and Great Britain— since what is true of these is true all through, 
and refer to them as Paris and London respectively. Further, we will 
assume that French currency never leaves F’rance, and British currency 
never leaves Great Britain. This assumption is correct in the main, 
for, although French bankers and exchange houses import British, and 
British banks and financial houses import French, currency, i.e. 
actual notes, for sale to persons who find it convenient to remit small 
sums in that form, or to carry them across the Channel for payment of 
travelling expenses, yet such importations are insignificant in themselves 
and are one-sided transactions that do not involve foreign exchange. 

It must be remembered, too, that when we speak of debts we are 
not concerned with the manner in which those debts arise. The chief 
source of indebtedness is, of course, international trade, consisting ot 
the importation, exportation, and transportation of merchandise, 
together with the bankers’ services (which command a price) in 
financing the purchase and sale of the goods. But international debts 
arise in many other ways, and they may be debts owing by one Govern- 
ment to the other in respect of loans. By debts we mean every inter- 
national obligation for the payment of money that arises at a particular 
moment of time for settlement between two countries. 
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In these days, large British corporations frequently operate in 
France (and oth« foreign countries) through subsidiaries, or agents. 
These often act in an independent capacity. They obtain the orders, 
arrange for their shipment and delivery, invoice the goods in francs, 
collect the invoices, and pay the proceeds into French banks for 
account of the London parent house or principal, so that heavy 
credits in French banks may be the property of British nationals, and 
merely require to be turned into sterling and brought home. The 
method of bringing these balances home is of the simplest. The 
British house or principal sells in the London exchange market, say, 
five million francs at the best rate obtainable, and against the buying 
banks’ sterling cheques for their purchases (if the sale is effected 
piecemeal to different banks) hands over to them cheques drawn in 
francs on its Paris bankers. Large French corporations operate in 
Great Britain in a similar way, and buy francs in the Paris exchange 
market against their sterling balances here. 

Again, British investors and speculators may buy large amounts 
of particular foreign currencies, and be credited in their London 
bankers’ books with their holdings, the London banks keeping these 
currencies abroad for them with their foreign correspondents. In- 
vestors do this when they can earn greater interest upon foreign 
balances at the foreign rate than they could earn on sterling balances 
kept on deposit here, or on British Government Securities. From time 
to time, when rates are favourable, portions of these balances will be 
sold off. Foreign investors follow a similar course in connection with 
British currency. 

A Paris debtor may discharge his debt to his London creditor in 
one of four ways. 

If the debt is expressed to be payable in francs, he may : — 

(i) Draw a cheque in francs on his Paris banker and remit the 
cheque to his creditor. The London creditor will then do one of 
two things ; 

(a) He will pay in the cheque to his London banker for collection 
and credit of proceeds in due course. The London banker will then 
send the cheque to his Paris branch or correspondent, who will 
collect the cheque in francs from the Paris drawee bank, and remit 
the proceeds, less expenses, in sterling, calculated at the Paris 
collecting bank’s buying rate for sight drafts on London. The 
London banker will then credit his customer with the proceeds, 
less his own commission ; or, 

(b) He will sell the cheque to his London banker and at once be 
credited with the sterling value of the cheque, calculated at the 
banker’s buying rate for sight drafts on Paris. The London buying 
banker will then have the cheque collected as in (a) above. 

An alternative to (a) and(l>) is for the Paris debtor, instead of remit- 
ting the cheque to his London creditor, to pay it to the Paris^branch 
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or agent of the bank of the London creditor for account of the 
creditor. The Paris branch or correspondent then advises the London 
bank of the credit, and that bank credits the London creditor (its 
customer). 

( 2 ) Pay a bill of exchange drawn upon him in francs by his London 
creditor. Here the procedure of collection is as in (a). 

If the debt is expressed to be payable in sterling he may : — 

(a) Purchase from his Paris banker a cheque or bill in sterling 
drawn by the Paris banker on his London House or correspondent, 
and send the cheque or bill to his London creditor. The creditor 
pays the cheque or bill into his own London banker, and that banker 
collects it from the London drawee banker, who, having paid 
the cheque or bill, debits the Paris drawing bank with the sterling 
payment. 

(i) Pay a bill of exchange drawn upon him in sterling by the 
London creditor. Here the procedure of collection is as in (la) above, 
except that the amount in francs that the Paris drawee will have 
to pay, in order to discharge the bill, will be, either the amount as 
indicated by the indorsement on the bill — “ exchange as per indorse- 
ment or that amount of francs which is the equivalent of the 
sterling, calculated at the rate of exchange ruling on the day of 
payment for sight drafts on London. 

Considering the matter from the point of view of this country, a 
London debtor may also pay his Paris creditor in one of four ways. 

If the debt is expressed to be payable in francs, as it generally is, 
he may — 

(a) Purchase from his London banker a cheque for the required 
francs, at the London bank’s selling rate for sight drafts on Paris, 
and post it to his Paris creditor. The London banker will draw the 
cheque on its Paris branch or correspondent, and, when paid, the 
Paris branch or correspondent will debit the payment to the London 
bank. 

(A) He may pay a bill drawn upon him in francs by his Paris 
creditor. The Paris creditor will pay the bill into his own bank 
for collection and credit of proceeds. The Paris bank will send 
the bill to its London branch or correspondent, and when the 
London debtor pays in sterling the equivalent of the francs, the 
branch or correspondent will remit the francs to the Paris bank, less 
expenses. 

If the debt is expressed to be payable in sterling he may : — 

(a) Draw a cheque on his own bank in sterling and remit it 
to his Paris creditor. The Paris creditor will then either have the 
cheque collected by his own banker, or sell him the cheque. The 
Paris bank will remit the cheque to its London branch or corre- 
spondent, and, on collection, be credited in sterling with the amount 
of the cheque. Alternatively to either course, the London creditor 
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might pay the sterling cheque direct to the London branch or agent 
of the Paris bank for his Paris creditor’s account. 

(b) He may pay a sterling bill drawn upon him by his Paris 
creditor. The bill is paid into the Paris banker of the French 
creditor for collection, and is remitted by the Paris banker to his 
London branch or agent, who presents the bill to the drawee in 
London, and, when the bill is paid, remits the proceeds in francs 
at his rate of exchange for sight drafts on Paris. 

It will be seen from the skeleton outline above that the international 
payments continually being made by French debtors to British creditors 
are, in the first place, made in the debtor’s own currency, viz. francs. 
Similarly, payments by British debtors to French creditors are, in the 
first place, made in sterling. The instruments of payment, as previ- 
ously mentioned, are the cheque, the mail transfer, the telegraphic 
transfer, and the bill of exchange. The conversion from one currency 
to the other, and the issue of these instruments (except where the debtor 
himself draws a cheque, or the creditor draws a bill) and their collection 
is thrown upon the banks of the two countries. The process of collec- 
tion results in a continuous series of debits and credits in the books 
of each of the two groups of bankers. Thus every bank engaged in 
this work may be regarded as a member of a huge international clearing 
house, and the work of settlement is largely a matter of the transfer 
of book balances between members of the two groups. 

Legal Tender. 

By legal tender is meant the means of payment prescribed by 
law. When notes or coins constituted legal tender are offered by a 
debtor in discharge of his debt, the creditdr is bound to accept them 
in satisfaction of the debt to the extent that they have been constituted 
legal tender. Legal tender in this country consists of (a) gold coins, 
(b) Bank of England notes, (c) Currency notes for £1 and los., 
(d) silver and bronze coins. 

(a) Gold Coins . — ^The bulk of our former gold coinage, consisting 
of sovereigns and half-sovereigns, has long ago been surrendered by 
the public. Apart from the uirknown amount of gold coins still kept 
by the public as curios, or privately hoarded, the gold stock of this 
country, whether in the form of coin or bullion, is in the keeping of the 
Bank of England as backing to its note issue. By law, gold coins, 
still legal tender to any amount, have no greater value in internal 
exchange than a Bank of England or a currency note for £i or los. 

(b) Bank of England Notes . — ^The Bank’s notes for £i and los. 
are legal tender in England, Wales, Scotland, and Northern Ireland 
for any amount, and by the Bank itself in payment of its notes of higher 
denomination. The Bank’s notes for higher denominations than ,£1 
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and los. are legal tender for any amount in England and Wales, but 
not in Scotland and Northern Ireland, 

The Bank is not now, however, compelled to redeem its notes in 
gold except as provided by the Gold Standard Act, 1925- 
Act, the Bank is not bound to pay any of its notes in gold coin, but any 
person can by tendering any legal currency to the Bank obtain gold 
in the form of bars containing approximately 400 oz. troy of fine gold 
at the rate of ,£3 17s. loid. per oz. standard (iiths fine), and export 
the gold. By the same Act, the provision of the Currency and Bank 
Note Act, 1914, whereby the holder of a currency note is entitled to 
payment of its face value in gold coin is abrogated, and S. 8 of the 
Coinage Act, 1870, which entitles any pei-son to bring gold to the Mint 
and have it assayed, coined, and dehvered to him is, except in respect 
of gold bullion brought to the Mint by the Bank of England, also 
abrogated. The net effect of the Gold Standard Act, 1925, is to restore 
our pre-war gold stairdard to the extent of permitting international 
(export and import) transactions to be settled by payment in gold, if 
necessary, but to prevent, for the present, the use of gold coin as an 
internal medium of exchange. This method of currency regulation 
is known as a Gold Bullion Standard. A gold bullion standard must 
be distinguished, on the one hand, from a gold specie standard, which 
requires for its working the free coinage of gold and the use of gold 
coin for internal circulation (this was the British standard before the 
War), and, on the other hand, from a gold exchange standard, as to 
which see p. 825. 

No man of affairs in the great commercial centres of the world would, 
at this time of day, look askance at a Bank of England note, provided 
that he was satisfied that it was genuine and not a forgery. But 
although a Bank of England note is a gold certificate it would not be 
exchanged in a foreign centre except at a point or two less than the 
cuiTent rate of exchange between that centre and London, and in 
order to secure that, the most favourable rate, the exchange would 
have to be transacted with a reputable foreign banker. Bank Notes 
are not remitted abroad in payment of indebtedness to any great extent, 
'but they are more conrmonly carried by Englishmen travelling on the 
Continent of Europe and used for defraying expenses, and they may 
be imported by foreign bankers and exchange dealers for sale, at a 
profit on the exchange, to persons proceeding to this country. 

(c) Currency Nates. — These were issued in denominations of 
and los. by the Treasury through the Bank of England, and are still 
legal tender in England, Wales, Scotland, and Northern Ireland, for 
any amount, Under the Currency and Bank Notes Act, 1928, cur- 
rency notes issued prior to November 22, 1908, and outstanding on 
that date, are deemed to be Bank of England Notes, but the Bank has 
power, oir giving three months’ notice, to call in these notes on ex- 
changing them for Bank of England notes of tin; same value In 
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course of time, currency notes will be as rarely seen as the gold coins 
for which they were substituted. 

The amount of Bank Notes in circulation is determined by the 
public requirements for internal currency. In times of brisk industry 
and trade more internal currency is required than when industry and 
trade is depressed. When industry and trade is brisk a larger amount 
is disbursed in wages, the public spend more freely, and, in the aggre- 
gate, keep a larger resetwe of currency on hand to meet contingencies 
than in the reverse conditions. An increased demand for currency 
invariably occurs at the holiday seasons of the year— Easter, Summer, 
and Christmas. When a branch bank is faced with an increased demand 
for currency it applies to its Head Office. The Head Office, if necessary, 
applies to the Bank of England, and pays for the extra supplies by a 
draft on its balance with that institution. 

The Government has it in its power (a) by increasing the floating, 
i.e. the unfunded, debt to create conditions which may lead to an expan- 
sion of the note issue, and (b) by paying off or funding the floating 
debt to create conditions that may result in a contraction of the note 
issue ; and the banks can by independently expanding or contracting 
their loans to customers create similar conditions leading to similar 
results. But within these conditions created by Governmental and 
banking policy, the public demand for currency is the actual deter- 
minant of the amount of Bank notes in circulation at any particular 
time. 

(d) Silver and Bronze Coins . — These are token coins of small 
intrinsic value, owing their much greater value in internal exchange 
to the law of the land. Where in a country, as in this country prior 
to the substitution of Treasury Notes for gold, a standard gold coinage 
and a subsidiary token coinage circulates side by side, it is necessary 
to restrict the issue of token coins, for if the issue is unlimited, the 
inferior token coins will, as enunciated in Gresham's Law., drive out of 
circulation the superior standard coinage. The token coinage will have 
the same value in internal exchange as the standard gold coins, but a 
far less value in external exchange. Hence the gold coinage will be 
exported, or melted down and dealt with as metal, and the internal 
exchange work will be effected by the tokens alone {see also Quantity 
Theory of Money, p. 827). The restriction is effected by limiting 
the use of token coins as legal tender. In this country, silver coins 
are legal tender up to but not beyond, and bronze coins up to 
the value of is. Silver and bronze coins are quite useless for external 
payments, for in the hands of foreigners they are worth little more 
than the market value of their metallic contents. 

The Bank of England. 

It was said on p. 791 that the Bank of England is the pivot of our 
British Banking system. The statement needs explanation. First, 
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then, let us consider a specimen of the weekly Bank Return, given 
below, and see what the various items in it mean. This Return, it 
must be noted, is in the revised form following upon the coming into 
operation of the Currency and Bank Notes Act, 1928. Under S. 10 
of that Act, the old form of Return was authorised to be modified 
■' to such an extent as the Treasury, with the concurrence of the 
Bank, may consider necessary.” The changes in the form of Return 
were made, in part, to afford the banking and financial world a clearer 
indication of the’ country’s monetary position than could be gathered 
from the old form of return. 


BANK RETURN, JULY 31, 1929. 
Issue Department. 


Notes Issued : — £ 

In Circulation .. ..371,817,795 

In Banking Depai-tment 29,557,842 


£401.375, (>.37 


Government Debt 
Other Government 
Securities 
Other Securities . . 
Silver Coin 


£ 

11,015,100 

235,213,833 

8,931,291 

4,839,776 


Amount of Fiduciary 

Issue 260,000,000 

Gold Coin and Bullion 141,375,637 


£401,375,637 



Banking Department. 



£ 


£ 

Capital 

'4,553,000 

Government Securities 

62,256,855 

Rest 

3,554,029 

Other Securities : — 

Public Deposits 

Other Deposits ; — 

Bankers £60,277,499 
Other A/cs. 37,687,086 

1 1,078,094 

Discounts and Ad- 
vances .. £9,951.195 
Securities .. 24,151,272 

34,102,467 


97.964,585 

Notes 

29,557,843 

Seven-day and other 
Bills 

2,063 

Gold and Silver Coin 

1,234,607 

£127,151,771 

£127,151,771 


Issue Department. — The figures in this part of the Return should 
be read in conjunction with what has been said about the Bank Charter 
Act, 1844 {see pp. 791-792). Notes have been issued to an aggregate 
value of £'401,375,637. This aggregate value is made up of the 
Bank’s original note issue, plus the amount of the currency notes 
transferred by the Treasury to the Bank. Of this aggregate, the 
amount of £29,557,842, is held in the banking department. In the 
old form of Return, one item only was given, viz. “ Notes Issued,” 
and the amount of the “ active ” issue, or the notes in circulation, 
had to be found by subtracting from the “ Notes Issued ” the amount 
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of notes held in the banking department. Now, the amount of notes 
in circulation is .separately stated. 

Against the liability of ^£401,375,637, the Bank holds as assets:— 

(a) The debt due to it from the Government, ,£11,015,100. This 
is the original historic debt of the Government, created under the 
Bank Charter Act. 

{b) “ Other Government Securities,” taken over from the Currency 
Note Redemption Account, amounting to ;£235,2i3,833. 

(c) “ Other Securities ” (other than securities of the British 
Government, but doubtless of the finest quality) totalling ,£8,931,291. 
This amount comprises the ^8, 734, 900 “ Other Securities ” that 
appeared in the old form of Return (which, with the Government 
debt of ,£11,015,000, made up the old amount of the fiduciary note 
issue, viz. ,£19,750,000) plus ,£186,391 of commercial bills of exchange. 
By S. 3 of the Currency and Bank Notes Act, 1928, the Bank is authorised 
to hold commercial bills as one of its assets against its fiduciary issue, 
so that in all probability this item of “ Other Securities ” will now 
fluctuate in amount. 

[d) “ Silver Coin.” The Bank, though authorised by the Bank 
Charter Act to hold silver, had not done so for many years. This 
item of £4,839,776 comes from the Currency Note Redemption 
Account. Amongst other assets, the Bank took over from that Account 
the sum of £5,240,157 in silver coin. By S. 3 (2) of the Currency and 
Bank Notes Act, 1928, the Bank is authorised to hold silver coin, but 
not to a greater amount than £5,500,000. 

(e) The items (a) (b) (c) and (d), aggregating £260,000,000, now 
constitute the backing to the Bank’s fiduciary note issue. By S. 2 of 
the Currency and Bank Notes Act, 1928, the Bank is authorised to 
issue bank notes up to the amount representing the gold coin and 
bullion for the time being in its issue department, and in addition to 
issue bank notes to the amount of £260,000,000, in excess of the 
amount first mentioned. By the same section, the Treasury may, on 
being requested by the Bank, direct that the fiduciary note issue shall 
be reduced for such period and by such amount as the Treasury, after 
consultation with the Bank, may determine. By S. 8 of the same Act, 
if the Bank represent to the Treasury that it is expedient that the 
amount of the fiduciary issue should be increased to some specified 
amount above £260,000,000, the Treasury may authorise the Bank 
so to increase it, not exceeding the amount specified, for a period not 
exceeding six months, as the Treasury think proper ; and such authority 
may be renewed or varied from time to time, but no authority is to 
be renewed so as to remain in force (whether with or without variation) 
after the expiration of a period of two years from the date on which 
it was originally given, unless Parliament otherwise determines; and 
any Treasury minute authorising an increase in the fiduciary issue 
shall be laid forthwith before both Houses of Parliament. 
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Banking Department (Debit Side). 

Capital. — This item has remained unchanged since the year i8i6. 

The Rest. — This item represents the accumulated and undistributed 
profits of the Bank. It is the Bank’s settled policy so*- to adjust 
the dividends paid to its stockholders that this item never falls 
below ^3,000,000. Hence up to ^3,000,000 it is a Reserve Fund, 
and above that amount it is the unappropriated balance of Profit 
and Loss. 

Public Deposits. — The Bank acts as banker to the Government, and 
this item consists of the balances standing to the credit of the various 
Government Departments. The national revenue arising from 
receipts in respect of Customs and Excise, Income Tax, etc., is paid 
into the Bank as collected, and is drawn upon by the great Government 
spending departments to defray the cost of the Nary, Army, Air 
Force, Civil Service, etc. 

Other Deposits : — 

((7) Bankers. — These comprise the balances standing to the credit 
of all the hanking customers of the Bank. First amongst these, both 
in significance and amount, are the accounts of the London clearing 
bankers. All these banker customers regard their balances with the 
Bank as a cash reserve upon which they can draw in case of 
need. 

(/;) Other Accounts. — This item represents the balances standing 
to the credit of the Bank’s private customers, i.c. customers other 
than bankers. The Bank pays no interest on these balances. In the 
old form of Return, bankers’ deposits and private customers’ deposits 
were not discriminated, but were aggregated under the single heading, 
“ Other Deposits.” 

Seven Day Bills. — These are also known as Bank Post Bills. They 
are bills issued free of charge against cash, drawn either by the Head 
Office upon one of the branches, or by one branch upon another 
branch, or upon Head Office. This form of remittance, at one time, 
in the old coaching days, extremely useful, is now, as the insignificant 
total shows, almost a thing of the past. There are no days of grace on 
Bank Post Bills. 

Banking Department (Credit Side). 

Government Securities. — These comprise every kind of Govern- 
ment security held by the Department, such as Treasury Bills, Consols, 
and the various War Loan securities, including also security for those 
temporary advances made by the Banlr to the Government to enable 
the Government to meet expenditure in advance of income, known as 
Ways and Means Advances, and Deficiency Advances. 

Other Securities. — These consist of the Bank’s stock of discounted 
bills of exchange, stock exchange and other secmities held as cover 
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against loans, and any other form of security held by the Bank so long 
as it is not an investment by the Bank itself in a security of the British 
Government. ^ In the old form of Return this item was not analysed 
as between Discounts and Advances and Securities. It is understood 
that by “ discounts and advances ” is signified the accommodation 
granted to the money market at the request of the persons accommo- 
dated — bill brokers, discount houses, and others; and by “ securities,” 
the purchases of bills (other than Government securities, such as 
Treasury Bills, etc.) which the Bank effects on its own initiative. 

Notes . — These notes are equivalent to gold, since the cover for 
them is the gold held by the Issue Department. By presenting these 
notes to the Issue Department for payment the following changes in 
the Returns of the Issue Department and Banking Department would 
be seen. In the Issue Department, the total of Notes Issued would be 
reduced by 557, 842 to £371.817, 795 , and Gold Com and Bullion 

by an equal amount to £111,817,915. In the Banking Department, 
the item Notes would disappear and the item Gold and Silver Coin 
would be increased to £30,792,449. 

Gold and Silver Coin . — Tliis is the Bank’s till money. 

It will be noted that while the operations of the Issue Department 
of the Bank are strictly regulated by law, yet in its Banking Depart- 
ment the Bank conducts an ordinary banking business in no way 
different from that of any other large bank, with the one exception that 
all its deposits are comparable with the Current Accounts of other 
banks. 

The Bank Reserve.— The most important information disclosed 
by the Bank Return is the proportion which the Banking Department’s 
holding of gold bears to its deposit liabilities. This proportion con- 
stitutes the Bank’s Cash Reserve. It is not expressly stated but it is 
easily calculable. Thus, in the above return, the Bank’s total outside 
liabilities in respect of Public Deposits, Other Deposits, and Seven 
Day Bills amount to £109,044,742. Against this liability the Bank 
holds notes, which are equivalent to gold, and gold and silver, amounting 
in all to £30,792,449. Consequently, the gold holding of the Banking 
Department, or the Reserve, in this Return is 28^ % of its liabilities 
to its outside creditors. This amount of gold is practically the only 
free stock of gold in the country, for all the gold held by the Issue 
Department is earmarked for the punctual payment of the notes issued 
by that Department. The proportion in this Return is particularly 
low, and is due to exceptional and extremely large withdrawals in gold, 
of the balances held by France and Germany in our banks, and to 
the extra demands for currency on the part of the public, to meet the 
expenditure of the summer holiday season. The proportion has 
exceeded 50 %, and authoritative opinion inclines to the view that a 
proportion even higher than 50 % may have to be maintained. _ Before 
the great expansion of the fiduciary issue, the Bank’s note issue was 
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backed by nearly loo % of gold, but in this Return the proportion of 
gold held by the Bank against the total note issue is roughly about 35 % 

The Significance of the Bank of England’s Reserve. 

The Bank of England is, so to speak, the hinge upon which hangs 
and turns the whole banking system of this country, and as such its 
functions and methods of business differ in some respects from those 
of all other British banks. Two of these differences have already been 
noted, viz. that the whole of its deposits are repayable in legal tender 
on demand, and that generally it pays no interest upon its deposits. 
With these exceptions, banking in this country consists of borrowing 
money at one rate of interest, and lending and investing the borrowed 
money at a higher rate of .interest, the difference between the interest 
paid and the interest earned on the assets being the chief source of 
banking profits. 

Apart from the Bank of England, a bank borrows money from its 
customers in two ways, viz. (a) on Current Account, (6) on Deposit 
Account. On current account balances no interest is paid (though 
some banks pay interest on their customers’ current account balances 
when these are of large amount) ; on deposit account balances interest 
is credited half-yearly at 2 % below current Bank Rate. Bank Rate is 
the official minimum rate at which the Bank of England will discount 
approved bills of exchange for persons other than its own customers. 
The whole of a bank’s current account balances are repayable in legal 
tender on demand ; its deposit account balances are also repayable in 
legal tender, but before customers can withdraw their deposit balances 
they must have given such period of notice (seven days or more) as 
may have been agreed with the bank w'hen the deposits were made. 
This notice is, in practice, frequently waived by banks. 

Employment of a Bank’s Assets. — On July 31, 1927, the 
liability of the National Provincial Bank, Limited, in respect of 
“ Current, Deposit, and other Accounts ” aggregated over 258 million 
pounds. The unspecified amount that this one bank is liable to pay 
in legal tender on demand is obviously enormous. If we lake the 
liability of all the British banks in respect of this item, “ Current, 
Deposit, and other Accounts,” it must, in the aggregate, considerably 
exceed two thousand million pounds. 

Clearly, it is of the first importance that every bank should so 
employ its assets in the earning of interest as always to be able to 
discharge in legal tender on demand every claim that may be made 
upon it. The precise proportion of its assets that a bank must keep 
in legal tender, the proportion that it can lend, the proportion that 
it can lock up in investments, and the modes of its lending and 
investing, are of the essence of successful banking. The actual employ- 
ment of the assets of the National Provincial Bank, Limited, designed, 
as must always be the object of banking, to secure {a) punctual payment 
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in legal tender of all debts due and demanded in that form, (b) permanent 
stability of the bank, (c) the best interest return on the assets, is 
illustrated in the following Statement of Accounts of the bank. 

National Provincial Bank, Limited. 

STATEMENT OF ACCOUNTS (WEEKLY AVERAGES) 

Capital Authorised, £60,000,000. Subscribed, £43,617,080. 

Paid, £9,479,416. Uncalled, £5,839, 6ri. 

(a) Reserve Liability, £28,298,053. Reserve Fund, £9,479,416, 


Assets. £ in 

millions. 

(i) Coin, Bank of England 
and Currency Notes 
and Balances with 
the Bank of England 28-43 

(c) Balances with and 

cheques in course of 
collection on other 
Banks .. .. .. 7 "76 

(d) Money at Call and 

Short Notice .. .. 18-22 

(e) Investments .. .. 35" 50 

(/) Investments in Affili- 
ated Banks . . . . 2 • 75 

(g) Bills Discounted . . . . 33 • 92 

(h) Advances to Customers 145 • 10 

(t) Bank jPremises .. .. 5-31 

(f) Liabilities of Customers 

for Acceptances, In- 
dorsements, etc., as 
per contra lO‘ 7 S 


£287-74 


(a) Many banks have availed themselves of the provision re- 
enacted in S. 49 of the Companies Act, 1929, to create reserve liability. 
Here we see that ,£28,298, 053 of this bank’s subscribed capital of 
,£43,617,080 has been constituted a reserve liability of the shareholders 
of the bank that can be called up only in the event of winding up. 
Reserve liability of this magnitude contributes to the confidence of 
the customers in the stability of the bank. 

(b) It is impossible to say what proportion of this amount is held 
by the bank itself and what by the Bank of England. It is safe to assume 
that the proportion in the keeping of the Bank of England is very large ; 
and the point to remember about this proportion is that the whole of 
it is treated by the bank as part of its cash that can be withdrawn from 
the Bank of England at any time. This item is the most liquid asset 
of the bank, and its first line of defence. 

(c) This item may be considered as actual cash. The balances 


Liabilities. £ in 

millions. 

Current, Deposit, and 
other Accounts . . . . 

(7) Liabilities for Accept- 
ances, Indorsements, 
etc., as per contra . . 

{h) Suiplus 


£287-74 


258-05 

10-75 

18-94 
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with other banks are all payable on demand, and the cheques in course 
of collection will actually be collected through the Clearing House in 
the course of a few hours (except unpaids). But it must be remembered 
that other banks have similar items against the National Provincial, 
Hence it is the balance between the National Provincial’s claims upon 
other banks, and those other banks’ claims upon the National Provincial 
that really matters. If, at any particular moment of time, all these 
cross claims were settled, the result would be an increase in the National 
Provincial’s cash at the Bank of England if the balance were in favour 
of the National Provincial, and a diminution in its cash if the balance 
were against the National Provincial. 

(d) This item represents money lent in the London Short Loan 

Money Market to bill brokers, stockbrokers, and others at rates varying 
with the monetary resources of the market, and the demand for loanable 
capital. Thus for the second quarter of 1927, with Bank rate at 
4 a %i rates for day to day loans and weekly money varied from 

3 3 i'%' Next to the bank’s own cash and its balance with the 

Bank of England this is the most liquid asset of the bank, for the 
money lent (against security) is repayable at call, or within seven days 
(weekly money) and is easily called in. 

(e) These are long term investments, mainly in Government 
securities, guaranteed by the British Government, earning variable 
rates of interest or dividend. They cannot be turned into cash except 
by degrees, and in favourable states of the investment market, if 
losses on realisation are to be avoided. 

(/) These investments are comparable with the investments of 
large trading and manufacturing concerns in subsidiaries and allied 
institutions. They are permanent investments, having ''Isteii made 
to extend the bank’s business. 

(g) The discounting of Bills of Exchange is one of the soundest modes 
of a bank’s investing, since payment of the bills is guaranteed by the 
parties to them, and they represent real exchanges of values. Moreover, 
a proportion of them matures daily for payment, fresh bills taking their 
place. First in importance is the bank’s holding of Treasury Bills 
(unfunded Government borrowings) issued payable within three or 
six months, and earning interest varying with money market resources. 
During the second quarter of 1927, the rough discount average was 
about -i\ths % below the then Bank Rate of 4 i%. Then come 
bank and fine trade bills. The rates of discount charged on these 
bills vary with the security offered by, and the tenor of, the bills. 
Drafts payable within sixty days to which bankers have become 
parties (bankers’ bills) were discounted during the second quarter of 
1927 at about the same rates as Treasury Bills ; similar drafts at six 
months at a fraction higher discount. Trade bills (sound commercial 
paper) were discounted at Bank Rate, or at ^ to i % above Bank 
Rate, the rate of discount being lowest for three months’ bills and 
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Jones, as occupier, pays on £35 @ 5s. 6d. =£9 iis. gd. Schedule A 
tax for 193S-39 on January i, X939, and deducts thts from the £10 rent due 
from him on March as, 1939. It will be noted that in this case Jones 
cannot deduct tax at 5s. fid. from his total rent of £40 per annum, but is 
restricted to the amount he actually paid. 

Schedule B. — This Schedule relates to the profits arising from the 
occupation of land in Great Britain and Northern Ireland. Land occu- 
pied by a dwelling-house, warehouse, or other building (except a farm 
building) is exempt. 

The basis of assessment is the assessable value, which, in the case 
of land not occupied for husbandry, is one-third of the G.A.V. as fixed 
for Schedule A. This covers sports grounds, woodlands, golf links, 
gardens, etc. (but not market-gardens, or nurseries, which are assessed 
under Schedule D, Case 1). The assessable value, in the case of land 
occupied solely or mainly for the purpose of husbandry, e.g. farms, 
is the full G.A.V. as fixed for Schedule A. The farmer, however, may 
have his Schedule B assessment reduced if he can produce accounts 
at the end of the year and prove that his actual profits were less than 
the assessment. Should he sustain an actual loss on the year’s working, 
his Schedule B assessment is discharged and he may reclaim tax on 
the amount of the loss against tax paid on any other source of income. 
It will be seen later that this is a much more favourable treatment 
than that applicable to other businesses under similar circumstances. 
Other trades and professions are assessed under Schedule D on the 
profits of the preceding year, and the farmer has the option of choosing 
this method of assessment in any year instead of a Schedule B 
assessment on the G.A.V. The valuable feature of this option 
is that it can be exercised in any year by giving notice on or 
before June 5 th, at the commencement of year of assessment. Such 
election only affects the one year. The following year he will be assessed 
under Schedule B unless he again elects to have a ScheduleD assessment. 
Woodlands, managed on a commercial basis, may be assessed under 
Schedule D instead of under Schedule B at the option of the occupier. 
But, unlike the farmer, such election has effect, not only as regards the 
year of assessment, but also to all future years of assessment, so long 
as the woodlands are occupied by the person making the election. 

Illustration (4). — ^Abel Chatenay (see Illustration i) would be assessed 
under Schedule B for 1938-39 on £400, the amount of the gross Schedule A 
assessment. 

If, on making up accounts for the year to March 35, 1939 (or the usual 
dale to which he makes up his accounts), he found that his profit (after 
taking into account produce consumed by himself and his family) amounted 
to only £300, he could, by giving notice to the Inspector of Taxes before 
April 6, 1940, require that his 1938-39 Schedule B assessment should be 
■reduced to £300. He could also, by notice in writing delivered personally 
^f.5,^sent by registered post to the Inspector before June 6, 1938, elect to 
'''‘teased under Schedule D instead of under Schedule B for 1938-39, 
'*1(3 assessment would be based on the income of the preceding year, 
N^^nstcad of the assessable value £400. 



INCOME TAX 


845 

Schedule C. — This Schedule relates to the Interest payable in 
Great Britain and Northern Ireland out of “ Public Funds ” whether 
Imperial, Colonial, or Foreign, and includes the interest paid on 
Consols, War Loans, and other Government Stocks, Public Annuities, 
etc. The tax on this type of income is deducted at the source at the 
standard rate in force at the date of payment and handed over to the 
Revenue in one lump sum by the bank or other agent entrusted with 
the payment. This is an example of the application of the principle 
of deduction of tax at the source. Exceptions are made in the case 
of (i) interest on 3I % War Loan, and (ii) interest on any other pay- 
ments out of the public revenue where the half-yearly payment does 
not exceed fifty shillings, provided in both cases that the securities are 
not bearer securities. Such income does not escape tax, but has to be 
returned by the recipient for assessment under Case III, Schedule D. 

Students are very apt to confuse Schedule C with Case III of 
Schedule D (which deals with interest which reaches the taxpayer 
without tax having been deducted) and should carefully study the 
points of difference. 

Schedule D — This Schedule deals with income arising or accruing:- 

(a) to any person residing in Great Britain and Northern Ireland 

(G.B. & N.I.) from any kind of property whatever, whether 
situate in G.B. & N.I. or elsewhere ; and 

(b) to any person residing in G.B. & N.I. from any trade, pro- 

fession, or vocation, whether the same be respectively 
carried on in G.B. & N.I. or elsewhere ; and 

(c) to any person, whether a British subject or not, although not 

resident in G.B. & N.I., from any property whatever in 
G.B. & N.I., or from any trade, profession, or vocation 
exercised within G.B. & N.I. ; and 

(<f) from interest of money, annuities, and other annual profits 
or gains not charged under Schedule A, B, C or E, and not 
specially exempted from tax. 

This Schedule is divided into six “ Cases,” each case dealing with 
income from a definite source and each case having its own rules 
relating to the assessment of such income as falls within the limits of 
that case. 

Case I deals with the profits of Trades, .Manufactures, and 
Businesses not within any other Schedule. 

Case II deals with the profits of Professions and Vocations not 
within any other Schedule. 

The assessment, in both cases, is based on the amount of the 
income from these sources arising in the preceding year, except in 
the first three and the last two years in which the income arises, when 
special rules apply {see pp. 849 and 857). 
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Case III deals with profits of an uncertain annual value, Dis- 
counts (e.g. on Treasury Bills), Interest and other annual payments 
where tax is not deducted at the source, e.g. Bank Interest, Interest 
on 3J % War Loan (not in the form of Bearer Bonds), Interest not 
exceeding £z los. per half-year on other Government securities. 

The assessment is based on the income of the preceding year. 

Case IV deals with Foreign and Dominion Securities. The term 
“ Securities ” is not used here in the loose sense applied, for example, 
on the Stock Exchange. For income tax purposes, shares in a com- 
pany are not securities, but portions of its capital and come within 
Case V. Interest paid out of Public Funds of Foreign States and 
Dominions not charged under Schedule C, Bonds, and Mortgages, 
are examples of Securities within Case IV. The assessment is based 
on the full amount of the income arising in the year preceding the 
year of assessment, whether the income has been or will be received 
in G.B. & N.I. or not. (For the treatment of Irish Free State 
income, see p. 859.) 

Case V deals with Foreign and Dominion Possessions. The 
tax in respect of income from Foreign and Dominion Stocks, Shares, 
and Rents, is computed on the income of the preceding year whether 
the income has been or will be received in G.B. & N.I. or not. In 
the case of income from other possessions out of G.B. & N.I., not 
being Stocks, Shares, Rents, or Securities, tax is charged on the 
amount remitted to this country during the preceding year. (For 
the treatment of Irish Free State income, see p. 859.) 

The following deductions are allowed in the case of Foreign and 
Dominion Securities, Stocks, Shares or Rents : (i) any sum paid 
in respect of Foreign Income Tax in the place where the income has 
arisen ; (ii) any annual interest, or any annuity or other anmial 
payment payable out of the income to a person not resident in 
G.B. & N.I. ; (iii) the same deductions and allowances in the case 
of income not received in G.B. & N.I. as if it had been so received. 

Case VI deals with any annual profits or gains not falling under 
any of the other five Cases of Schedule D and not charged under any 
other Schedule. The assessment is to be made at the discretion 
of the Commissioners (General or Special) either on the actual 
amount of the income arising in the year of assessment, or according 
to an average of such a period, not exceeding one year, as the 
circumstances require. If a house is let furnished, the profits (after 
charging rent and other outgoings) are assessable under this Case. 

Schedule E. — This Schedule deals with Salaries, Fees, Wages, 
and all other types of remuneration of all employees, whether of 
Limited Companies, Public Bodies, Firms, Sole traders, etc. The 
basis of assessment is the amount received for the year preceding the 
year of. assessment. The assessment for the first year in which the 
incomeiias.es is based on the income of that year. The assessment for 
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the second year will also be based on the income f)! the year of assess- 
ment unless the income lirst arose on April 6th in the preceding year. 
The taxpayer may, however, claim to be assessed in the iirst and second 
complete years on the actual income of those years. In the year in 
which the income ceases, the assessment will be on the income from 
April 6th to the date of the cessation, and an additional assessment will 
be made in respect of the preceding year if the income of that year was 
in excess of the original assessment. 

There are three exceptions to the change in the basis of assessment, 
viz.: — 

I . Leave pay. 

3. Remuneration from any office or employment held or exercised 
occasionally or intermittently in the U.K. by a person who 
is not continuously resident there. 

3. Manual weekly wage-earners. 

These are still assessable on the actual remuneration of the 
year of assessment. 

Manual Weekly Wage-earners are assessed half-yearly on the 
actual wages received in the previous half-year. The first half-year 
ends on October 5th, and the second half-year on April 5th. This 
provision is merely to facilitate collection of the tax, and if tax has been 
paid in the two half-years in excess of the tax due on the whole year’s 
wages, the excess will be repaid. The expression “ weekly wage- 
earners " means persons who receive wages which are calculated by 
reference to the hour, day, week, or any period less than a month, at 
whatever inteivals the wages may be paid, or who receive wages, 
however calculated, which are paid daily, weekly, or at less intervals 
than a month. “ Manual” Labour includes all occupations which 
depend mainly on the exercise of physical exertion, even though a 
considerable amount of dexterity and training may be involved, but 
does not include employment as clerks, typists, draftsmen, or in any 
other similar capacity. 

livery employer is recpiireil to i>rcpare and deliver to the Inspector 
a return of the names and places of residence of any persons employed 
by him, and of the payments made to them in respect of their employ- 
ment for the year of assessment. Where such total payments do not 
exceed ^£135 per annum, and the person is not otherwise emplo3md, 
such person may be omitted from the return. In the case of Manual 
Weekly Wage-earners the return is made half-yearly. 

Schedule D, Cases I and II.— -This part of Schedule D must be 
dealt with at some length. It has already been stated that these two 
cases deal with the income derived from trades and businesses, pro- 
fessions and vocations. “ Income ” is not synonymous with the term 
“ net profit,” and although the accounts of the trade, etc., arc used 
as a basis for computing the liability, the net profit shown by such 
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accounts must be adjusted in order to arrive at the figure representing 
profit from the income tax point of view. For example, it may be 
deemed prudent in the accounts of the business to write off depreciation 
of buildings, furniture, and other capital assets. Such decrease in 
value, however, is looked upon as a capital loss for income tax purposes, 
and the amount charged in the accounts must be “ written back,” 
i.e. added to the profit shown by the accounts. In adjusting the profits 
shown by the accounts of the business, no sum is to be deducted in 
respect of any expenses not wholly and exclusively incurred for the 
purposes of the trade, profession, or vocation. 

'The deductions allosoahle include : — 

Sums expended for repairs of premises occupied for the purposes 
of the trade, etc., or for the renewal or repair of implements, utensils, 
or articles employed. 

Debts proved to be bad, and doubtful debts to the extent that they 
are respectively estimated to be bad. 

The rent of premises used solely for the purposes of the business, 
and not as a place of residence. 

The annual value of any premises within G.B. & N.I. used solely 
for the purposes of the business and not as a place of residence. Where, 
however, the premises are held at a rent less than the Annual Value, 
only the excess of the Annual Value over such rent is allowed as a 
deduction in addition to the rent. (The Annual Value to be taken for 
this purpose is the amount of the Schedule A assessment as reduced by 
the statutory allowance for repairs, except in the case of Mills, Factories, 
or other similar premises where the gross annual value is allowed.) 

A propoition not exceeding two-thirds of the Annual Value (as 
reduced by the statutory allowance for repairs) of any dwelling-house 
within G.B. & N.I. partly used for the purposes of the business, unless 
in a particular case it is proved that some greater sura ought to be 
allowed. Where, however, the dwelling-house is held at a rent less 
than the Annual Value, the amount to be allowed on account of Annual 
Value is to be reduced by the corresponding amount of rent already 
allowed as a deduction. 

One-sixth of the Annual Value of any Mills, Factories, or similar 
premises situate outside G.B. & N.I. and occupied by the owner for 
the purposes of the trade. Annual Value for this purpose is to be 
computed according to the principles governing the estimation of the 
Annual Value, for the purposes of Schedule A, of similar premises in 
G.B. or N. I.— that is, in general, by reference to the rack-rent at which 
the premises are worth to be let by the year. 

The amount charged to British Tax on account of lands, tenements, 
hereditaments, or other premises situate in the Irish Free State to the 
extent that they are used for the purpose of the business. 

So much of any amount expended in replacing obsolete plant or 
machinery as is equal to the cost of the plant or machinery .replaced, 
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after deducting from such cost (a) the total amount of any allowances 
made at any time on account of the wear and tear of such plant or 
machinery and (/;) any sum realised by its sale. 

jVo deducUuns are allowable for : — Any sums paid as salaries to pro- 
prietors, or for any interest on capital, or for drawings by proprietors. 

Any expenses of maintenance of the persons assessable, their 
families, or establishments ; or for any sum expended for any other 
domestic or private purpose. 

Any annual interest, annuity, ground rent, or other annual payment, 
payable out of the profits or gains, or for any royalty or other sum paid 
in respect of the user of a patent. (The tax on such interest, patent, 
royalt)', or other annual payment should be deducted from the person 
to whom the payment is made.) 

Any sum paid as British Income Tax on profits or gains, or on the 
Annual Value of trade premises, and any sum paid as Dominion Income 
Tax (e.xcept in cases where no deduction in respect of British Tax is 
allowed in the Dominion). Foreign Income Tax paid in respect of the 
profits in the place where they arise may, however, be deducted. 

Any sums invested or employed as capital in the trade, etc., or in 
respect of capital withdrawn therefrom. 

Any sums expended in improvement of premises, or written off 
for depreciation of land, buildings, or leases, or other assets. 

Wear and tear of machinery and plant ; but an allowance may be 
claimed in respect of this item {see p. 850). 

Any loss not connected with or arising out of the trade, 
etc. 

Any loss recoverable under an insurance or contract of in- 
demnity. 

Basis of Assessment, Cases I and II, Schedule D. — Having 
adjusted the profits shown by the business accounts, the assess- 
ment on such income can be computed. The assessment is to be 
made on tlie basis of the full amount of the profits or gains of the 
year preceding the year of assessment. But if the trade, etc., has been 
commenced within the preceding year, the profits or gains for one year 
from the commencement are to be taken (subject to the right to have 
both this and the following assessment based on the actual profits 
of the respective years of assessment by giving the requisite 
notice to the Inspector of Taxes). If commenced within the year 
of assessment, the rules of Case VI apply, and the practice is to take 
the actual profit from the date of commencement to April 5th following. 

Wear and Tear. — In adjusting the profits as shown by the business 
accounts, any amounts written off for depreciation of assets must be 
written back, i.e. added to the profit. However, where plant or 
machinery (including trade fixtures, motor-cars, doctors’ aird 
dentists’ instruments, etc.) belongs to the taxpayer, or is so let 

SS 
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to him that he is bound to maintain it and deliver it over in good 
condition, an allowance may be claimed for diminished value of the 
machinery or plant by reason of wear and tear during the year of 
assessment. In the case of ships, the allowance is calculated on prime 
cost, but in all other cases the allowance is granted by way of a percen- 
tage on the written-down value. The percentage varies in different 
businesses and in respect of different types of machinery ; it may be 
as low as 3 % (Tramway and Electric Light Cables) or as high as 
22} % (Tractor Cultivators used in Farming). Different rates are 
agreed from time to time on various classes of plant or machinery by 
agreement between the Inland Revenue authorities and the users of 
such plant or machinery. In practice, the allowance is calculated on the 
written-down value at the beginning of the fiscal year and is deducted 
from the assessment. If the assessment for any year is less than the 
Wear and Tear due, the balance of the Wear and Tear allowance may be 
carried forward year by year until the full allowance has been made. The 
allowance is only granted if claimed on the return form. If no such 
claim is made in any year, that year’s allowance is lost, but the next 
year’s allowance is calculated as if wear and tear had been allowed 
in the previous year. The Wear and Tear allowance is now granted 
in assessing the profits of professions and vocations, employments 
and offices, whether assessed under Schedule D or not, and to profits 
arising from the occupation of lands (including woodlands) where 
such profits or gains are ascertained otherwise than by reference to 
assessable value. Where the Wear and Tear is granted, ordinary 
repairs to plant and machinery are allowed as business expenses, but 
the cost of acquiring assets and of renewing them must be charged to 
capital. However, where plant or machinery has become obsolete, 
an allowance may be claimed, as a business expense of the year in which 
it is replaced, equivalent to the written-down value of the obsolete 
machinery less any sum realised by its sale, but not exceeding the cost 
of replacing it. From 1932-33 to 1937-38 inclusive all Wear and Tear 
Allowances have been increased by a sum equal to 10 per cent, of the 
allowances and for 1938-39 this increase is 20 per cent. For the 
purpose of calculatiirg the “cany forward” this increase is igrrored, but 
it must be brought into account when considering obsolescence claims. 
The method of treatment will be best understood by considering the 
example which follows. 

Renewals. — If the Wear and Tear allowance is not claimed, the 
cost of renewing plant and machinery may be charged against profits 
less any scrap or residual value of the old plant or machinery. Improve- 
ments and additions, however, must be charged to capital. 

General Illustration. — h Limited Company commenced business 
on January 1,1935. The Profit and Loss Accounts for the three years 
ended December 31, 1935, 1936, and 1937, are set out on p. J851. 



PROFIT AND LOSS ACCOUNT. 
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The Inspector required an analysis of the item General Expenses, 
and refused to allow the following sums for charitable subscriptions 
and donations, which had been included in the amount : 1935, ;£io ; 
1936, £15 ; i937i £^ 5 - He also disallowed the following Advertising 
charges as being of a capital nature, creating goodwill, etc.: 1935, 
£200 ; 1936, £ 50 . The Company owns the factory premises, assessed 
under Schedule A at £350 gross, and also a small factory in France 
worth ,^54 per annum. The machinery cost ^£5,000 in March 1935, 
and one machine costing ,£1,000 was scrapped as obsolete in 1937, 
and realised ,£40. It was replaced in the same year by a machine 
costing ,£1,200. The Wear and Tear allowance was agreed at 10 %. 
Show the Case I, Schedule D, assessments. 

Notes. — (a) This item is written back, since tax is deducted from this 
interest by the Company. 

(6) These items are extracted from the profits, as they are assessable under 
Case III, Schedule D, unless tax has already been deducted at the source. 

(e) Since the Company pays under Schedule A on the N.A.V. only, an 
additional allowance is made here equivalent to the difference between the 
Gross and the Net Annual Value. In effect, this is an allowance for depre- 
ciation of buildings. 

(d) The Wear and Tear allowance and the Obsolescence allowance are 
computed as follows : — 


MEMO. Plant Account for Wear and 

Tear Computation. 


Total 

Additional 
Allowance, ami 
lear. 

M.icliinc .St'iapiniil 

Cost, March 1935 .. .. 

>Cs.ooo 

1,000 

1935-36 .. .. 

500 + so == 550 

100 -1- 10 “ no 

1936-37 ■ • • • 

4.50° 

900 

450 + 45 •=• 495 

90 -1- 9 99 

1937-38 ■ ■ • • 

4,050 

810 

405 + 41 = 4.) 6 

Hi -|- 8 89 


3.645 

£729 £298 

Less Written down value of 


Obsolescence Claim. 

machine scrapped 

729 

Cost .. .. £1,000 


Less Wear and 


2,916 

Tear allowed agS 

Cost of new machine 

1,200 


4.116 

703 

Less Cash re- 

1938-39 . . . . 

413 -h 8a = 494 

ceived . . 40 

Balance forward 

£3.704 

Allowance . . £662 


Since Wear and Tear is calculated on the written-down value at 
the commencement of the fiscal year, it will be noted that a full year’s 
allowance is granted for 1937-38 on the machine scrapped during 1937 ; 
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on the other hand, the machine purchased in 1937 does not come in 
for Wear and Tear until 1938-39. 

From an income tax point of view, the results of the business were 
as follows ; — 

Year ended 3i8t December, 1935, Profit. . . . £151 

Year ended 31st December, 1936, Loss . . . . £57 

Year ended 31st December, 1937, Profit. . . . ^4,360 

The assessments will be as follows, under Case I, Schedule D. 

1934- 35. — business was in existence from January i, 1935, 
to April 5, 1935, during this year, and the assessment will be 
based on the actual profit earned during this period. I’his is found by 
apportioning in months and fractions of months the profits for the first 
year, which includes this period : — 

i.e. 31- months at £151 p.a. = ^40. 

As there is no Wear and Tear allowance for this year, tax would be 
paid on ,^40 at 4s. fid. = £g. 

1935- 36. — The business was set up or commenced within the pre- 
ceding fiscal year, so that the assessment is to be based on the profits 
of one year from the first setting up of the business, i.e. in this case the 
profits of the year ended December 31, 1935. 

The assessment will thus be . . .. ,. .. ^^151 

Against which can be set-off the Wear and I'ear 
Allowance of 550 


Leaving a balance of Wear and Tear Allowance to 

be carried forward of . . . . . . . . £3gg 

Under Section 15 of the Finance Act, 1930 : — 

“ The person charged for the second year of assessment shall be 
entitled, on giving notice in writing to the (inspector) within two 
years after the end of the second year, to require that tax shall be 
charged for both the second year of assessment and the third year of 
assessment (but not for one or other only of those years) on the amount 
of the profits or gains of each such year respectively.” 

Thus, on giving notice before April 6, 1938, the Company could 
claim to have the 1935-36 assessment reduced to 



Wear and Tear, 1935-36 . . . . . . . . 550 

Revised Wear and Tear balance carried forward . . £454 


1936-37. — The normal basis to be taken is the normal accounting 
period ended during the preceding tax year (unless no account for a 
period of one year was made up to a date within the preceding tax 
year, in which case the Commissioners of Inland Revenue decide which 
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period of twelve months should be taken. Reference should be made 
to S. 14, Finance Act, 1930). 

The assessment would thus be based on the profits 

of the year ended 31st December, 1935. . . . £151 

Aew Wear and Tear Allowance, 1936-37 .. ,£495 

Add amount brought forward . . . . 399 

1__ 894 

Wear and Tear, carried forward . . .. .. £743 


But if the company has made a claim under S. 15, Finance Act, 1930, 
as indicated on the previous page, the assessment for 1936-37, being 
the third year of assessment, must then be upon the profits of that 
fiscal year, i.e. 


(3,,4^)_(a,:xg) .. .. =,.,.0, 

Less Wear and Tear Allowance, 1936-37 . . ,£495 
Add amount brought forward . . 454 


949 


Assessment, 1936-37 , . . . ;£t6o 


If, therefore, the company had claimed such an adjustment, it 
would have been prejudiced, and would utilize the power given in the 
proviso to S, 15, Finance Act, 1930, to revoke the notice. The final 
assessments for 1935-36 and 1936-37 would thus be nil, and a 
balance of Wear and Tear amounting to ;i{^743 would be carried 
forward. 

1937- 38. — The normal preceding year basis is adopted from this 
year onwards (unless the usual .accounting date and period was 
departed from, in which case the Commissioners of Inland Revenue 
decide which period of twelve months should be taken). 

The assessment based on the results of the preceding year, i.e. 
year to December 31, 1936, will be nil, since the adjusted result of the 
year is a loss of £57. This loss can be carried forwai'd for six years 
from the year in which it was incurred (1937-38) and set-ofl: against 
the next assessment made on the business profits during those six years. 

Since there is iro assessment this year, the loss is carried forward 
to 1938-39 ; also the Wear and Tear Allowance, provided it is claimed 
on the return form. 

If a claim is made under Section 34, LT.A., 1918 {see below), the 
right to carry the loss forward is lost. 

1938- 39.— -The profit of the preceding year to Decenrber 31, 

1937. was A.360 

and that figure forms the assessment this year 

Less the Wear and Tear Allowance. 
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Brought Forward from 1936-37 

Allowance brought forward from 1937-38. , 
.Allowance for 1938-39 

• £743 

, 446 

1 494 

1,683 

Less loss brought forward . . 

3,677 

57 

Assessment, 1938-39 

.. £2,620 


It should be noted that the Wear and Tear Allowance is required 
to be deducted before the loss brought forward can be deducted. 

lajsses in Business. — (i) If, after adjusting the business accounts, 
a loss is shown to ha^^e been made during the year, a claim may be 
made by the person incurring the loss to have a repayment made for 
the year in W'hich the loss was incurred . This claim (under Sec. 34, 
Income Tax Act, 1918) must be made within one year after the end of 
the year of assessment in which the loss occurred. The repayment 
due is calculated by setting-off the amount of the adjusted loss against 
the total income for the year. Included in such total income will be, 
of course, the original assessment on the business, which, based on 
the profit of the preceding year, is not affected by the actual result. 

Illuitration (5). — The total income of the X.Iv. Co., Ltd., for the year 
I 037 “ 3 S was ; — 


Case I, Schedule D assessment £x,ooo 

Case III, Schedule D assessment .. 50 

N.A.V. of Premises owned by Company zoo 


£1.230 


on which tax was paid at tlie full Standard R.ate. The result of the year to 
March 31, 1938, was a loss of £1,500. Thi.s is preater than the total income 
for the year, and the repayment is thus £1,350 @ 5s. od. = £313 los. od. 

The balance of the loss may be carried forward for six years {see below), 

(2) The assessment for the year following the year in which a loss 
was incurred will be nil. 

But if the loss was incurred in a trade carried on by an individual 
either as a sole-trader or in partnership, and that individual carries 
on another trade, he may, under Rule 13, Cases I and 11 , Schedule D, 
set-off the “ preceding year ” loss in one trade (or his share of it ns a 
partner) against the “ preceding year ” profit in the other trade (or 
his share of such profit). 

Illustration (6). —Smith carried on a trade as tobacconist. The results 
were as follows, after adjustments for inconte tax purposes ; — 
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Year ended December 31, 1933. Profit :£3SO 

1936, Profit £460 

1937, Profit ^ £450 

He also had a one-third interest with his brother in a motor coach 
concern, the adjusted results of which were as follows : — 

Year to December 31, 193s, Profit £520 

1936, Loss £150 

I937« Profit £210 


The normal assessments will be : — 

Tobacconist. Motor Coach. 


1936- 37 £350 £520 

1937- 3S 460 — 

1938- 39 4SO zio'^ 


Assuming no claim is made under Section 34 for 1936-37, Smith may 
claim (under Rule 13) in 1937-38 to set-off against the assessment on his 
tobacconist business his share of the loss during the preceding year on the 
motor coach business. 


Thus : — 

1937-38 assessment as tobacconist £460 

Less One-third loss on other trade 50 


Revised 1937-3S assessment 


£410 


The loss carried fortvard on the motor coach business would be 
diminished by the £^50 claimed under Rule 13. 

{3) Where a person has sustained a loss in any trade, profession, 
or vocation in respect of which no relief has been given under Section 
34, Income Tax Act, igiS, or liu/e 13, Cases I & II, Schedtile D, or 
under any other provision of the Income Tax Acts, he may claim that 
any portion of the loss for which relief has not been so given may be 
carried forward and, as far as may be, deducted from or set-off against 
the Schedule D assessment on him in respect of that trade, etc., for the 
six following years of assessment. The relief is to be given as far as 
possible from the first subsequent assessment for any year within the 
said six following years, and so far as it cannot be so given, then from 
the next, and so on {Sec. 33, Finance Act, 1926). This provision 
applies to a loss sustained by a person : — 

{a) who is in occupation of lands and who, by reason of his 
election under Rule 5 of Schedule B, is chargeable under 
Schedule D ; or 

(i) who is in the occupation of woodlands and has elected to be 
charged under Schedule D ; or 

(r) in any transaction of such a nature that if a profit had resulted, 
he would have been liable to assessment under Case VI 
of Schedule D, but such loss may only be set-off against 
future Case VI assessments {Sec. 27, F,A., 1927) ; or 
{d) who has since transferred his business to a company in 
consideration solely or mainly of the allotment of shares 
in the company to him. Such loss may be set-off against 


Subject to loss brought forward. 
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future income derived by him from the company [Sec. 29, 
F.A., 1927). 


Illustration (•j). — Jones, who has no income from any other source, made a 
loss on his boot business for the year ended December 31, 1934, of Ii4oo. 

The results of subsequent years were : — 

Yeai ended December 31, 1935, Profit £50 

1936, Profit 100 

1937, Profit 900 

Ilis assessments will be : — 

t93S“3b Nil Loss carded forward £400 

193^-37, so — so = Nil Loss ciuried foiward 350 

i937~3''^. too — too = Nil Loss carried forward 2So 

t 03 ^~ 30 i 900 ~ 250 = 650 Loss carried forward Nil 

Although, owing to his personal allowances, no tax would have been 
paid in 1936-37 and 1937-38 in any event, yet he must set off the 1934 
loss against the next assessment and cannot carry forward the whole loss 
to 1938-39. 


Discontinuance of Business. — If a person ceases to carry on a 
business, either owing to the business having been completely closed 
down or merely transferred or sold, his assessment for the year in which 
the business was discontinued by him will be made upon his actual 
profits from April 5th prior. Also, if it appears that his actual 
profit for the preceding fiscal year was greater than the assessment, 
an additional assessment will be made. 


It should be noted that there is no provision under which the 
tii.vpayer can have his assessment reduced for the year prior to the 
year of discontinuance, but it will be remembered that in his second 
and third year of business he has the right to have hhs assessment 
adjusted to actual, and the Revenue cannot increase those assessments 
if the actual profits are greater. 


Illustration (8), — Uprichard commenced business on January i, 1935, 
and ceased business on December 31, 1938. His adjusted profits were ; — 


Year to December 31, 1933 £300 

1936 6,000 

1937 7.200 

1938 1,200 


1934-35. 


£79 


Normal Aascssmeuts. 

= 

6 12 

iy35~36, Profit of first 12 months^ 3oo\ 
193^-37. Profit of preceding year = 300/ 

1937-38. Profit of preceding year = 6,000 


1938-39, Profit of preceding year = 7,200 


A\i\cx\ded to. 


(No adjustment claimed, since 
actual profits are greater.) 

(No adjustment, since actual 
profit is lower, i.e. 



7,200 

12 


+ 3u X 


1 ,300 

12 , 


= £s.6i6.) 

Profits to actual date of discon- 
tinuance 



8,1 .X 


12 


) = £884. 


Illuftration (9). — CJeorge Dickson purchased a grocery stores on 
Octolrer s, 1932. The adjusted results wore : — ■ 
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Year to October S, 1933, Profit . . £900 

Year to October 5, 1934, Profit . . (ioo 

Yeai to October 5, t93Si Loss 72 

Year to October 5, 1936, Profit . . . . . . . . . . 24 

Year to October s, 1937, Profit 300 

Period to Jaimniy 31, 1938, Profit too 

He sold the business on January 31, 1938, 


Noimal •tsMSsments, Amended to. 

1932-33, J of 900 . . . . 4;,o 

i 933 ". 14 i Eirst 12 months = 900 Reduced to actual j of £900 -f | of 

ilf'oo -- £750. 

1934- 35, Preceding yeai — 900 Reduced to actual | of £600 — J of 

£72 = £ 2 (> 4 - 

1935- 36, Prccedluf! yeai = 600 

1936- 37, Preceding year Nil Increased to actual (A of 24 4 * 4 of 360) 

= 192 

Less Loss brought forward . . 72 

£120 

1937- 38 Pieceding year 24 
Loss biought forwaid 72 

— Nil Actual (A of 360) + too == £280. 

Changes of Ownership. — If a business changes hands the vendor 
is treated as having discontinued the business on the date of sale 
and the purchaser as having set up a new business at that date. 

The only exception is in the case of a change of partnership where 
at least one individual, who was engaged in the trade, profession or 
vocation until the change, continues to be engaged in it. In such cases 
the assessment on the business continues on the basis of the preceding 
year, as if no change had taken place. But if all the persons who were 
engaged in the trade, etc., holh immediately before and immediately 
after the change make application, by notice signed by all of them (or, 
in the case of a deceased person, by his legal representative) sent to the 
Inspector of Taxes within I3 months after the change took place, the 
assessments both before and after the change will be adjusted as if the 
trade, etc., had been discontinued .at the date of the change and a new 
one had been set up (Sec. 32, Finance Act, 1926, as amended by Sec. 16, 
Finance Act, 1930). 

Cases III, IV, and V, Schedule D.— Although the normal basis 
here is the “ preceding year,” adjustments are made, as in the case 
of businesses, when the income first arises and when it ceases. 

At the beginning : — 

(1) As respects the year of assessment in which the income 
first arises, tax is computed on the full amount arising within 
the year. 

(2) Where the income first arose on some day in the preceding 
year, other than April 6th, the tax for the second year is computed 
on the income of that second year. 

(3) Where the income first arose on some day in the year next 
before the preceding year other than April 6th, or on April 6th 
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in the year preceding the year of assessment, the taxpayer has 
the right, on giving notice in writing to the Inspector of Taxes 
within 12 months after the end of the year of assessment, to have his 
assessment reduced to the amount of his income for that year. 

At the end : — 


The adjustments are the same as in the case of a trade, etc., 
which has been discontinued, that is to say the assessment for the 
year in which the person ceases to possess a source of income is 
based on the actual income of that 3mar. If the income of the pre- 
ceding year exceeds the assessment for that year, an additional 
assessment is made on the excess, but the taxpayer has no claim 
should the income of this year fall short of the assessment. 

Such adjustments are made not only when a person acquires a new 
source or ceases to possess a particular source of income chargeable 
under Cases III, IV, or V, but also when a person acquires an addition 
to any source or ceases to possess any part of any source. 


Illustration (10 ). — A British subject resident m England derived income 
from foreign shares as follows : — 

German Shares. Fionch Sliaies. 


Year to April 5, 1933 
193-V 

1935 

1936 

19.37 
103S 


I 

10 

S7 

50 

Nil 

30 

12 


The income on the Gerinun .shares lirst arose on January 
on the French shares on April 6, 1933. 

The German shares were sold on December 31, 1937 
Assessments under Case V, Schedule D : — 


£ 

2,00 

390 

360 

410 

430 

3S0 

1. 1933. aad 


f. 

t 9 .i^~ 3.3 .. .. (actual) 10 

t93.3~34 • • ' • (actual) 87 

r9.34--3.S (preceding year) 87 

1y3.4--.36 ,40* 

1936- 37 Nil 

1937- 3« 30 

193*^-39 Nil 


On Gorman Shares. 
Normal Assessment. Ainciiilocl to. 


SO (actual) 
No adjustment 

30 

13 


On Ft onch 
Shares. 

£ 

200 (actual) 

300 (preceding year) 

39“ 

3O0 
410 
.jao 
380 


Irish Free State Income. — Although Casef. IV and V, dealt with 
above, cover Foreign Income belonging to a person resident in this 
country, the basis of assessment in the case of Irish Free State income 
accruing to such a person is : — 

(1) Irish Free State Securities, Stocks, Shaves, or Rents — the 
actual income of the year of assessment, whether remitted to this 
country or not. 

(2) Land, Houses, or other property owned and occupied liy 


• Although no income uio.se during the year, the assessment is made 
on the usual pieccding year basis, since the source of the income was in 
the taxpayer's possession during the year of assessment [Sec, 23, P.A., 1936). 



86o HIGHER BOOK-KEEPING AND ACCOUNTS 

him in the Irish Free State — an amount equal to the current year’s 
assessment in the Irish Free State (on the net annual value under 
Irish Free State, Schedule A). 

(3) Land occupied by him in the Irish Free State (except Lands 
occupied as nurseries or gardens for the sale of produce) — an amount 
equal to the assessable value of the lands as ascertained for the 
purpose of Irish Free State, Schedule B. 

(4) In respect of other income arising in the Irish Free State 
— the computation is made on the same basis as if the income had 
arisen in this country. For instance, business profits, salaries, 
directors’ fees, and bank interest will be assessed (except in the 
opening and closing years) on the basis of the proceeding year 
Subject to ; — 

(rt) the deduction of any annual interest, annuity or other 
annual payment payable out of the income to a person not resident 
inG.B. &N.I. 

{b) the same allowances, deductions and reliefs as if the income 
had arisen in G.B. & N.I. 

Note. — The Irish Free State based its taxation laws on our Income Tax 
Act, 1918, and the provisions of its Finance Acts since 1922-23 have followed 
very closely those of G.B. & N.I., with a few important differences. 

Double Taxation Relief. — The British Government and the 
Government of the Irish Free State (I.F.S.) have agreed to the 
following reliefs for 1926-27 onwards : — 

1. If a person is resident in G.B. & N.I. and not resident in the 
I.F.S. , the I.F.S. authorities will exempt him from I.F.S. tax on 
income arising in the I.F.S. 

2. If a person is resident in the I.F.S. and not resident in G.B. 
& N.I., the British Government will exempt him from British tax 
on that part of his income arising in G.B. & N.I. 

Note.— -For these purposes a Company, whether incorporated by or 
vinder the laws of G.B. & N.I., or of the I.F.S., or otherwise, is to he 
deemed resident in that country only in which its business is managed and 
controlled. 

3. A person resident in both countries will be taxed in both 
countries, but will obtain relief in both countries on the doubly-taxed 
income. The relief given in each country is at half the lower of the 
person’s two appropriate rates, the British or the Irish. The appro- 
priate rate in each case is found by dividing the tax payable (before 
the deduction of Life Assurance allowance) by the total income 
from all sources, adding the sur-tax rate (found by dividing 
the sur-tax payable by the total income). 

Partnerships. 

Although a partnership is not a legal entity, a separate returh of 
all untaxed income of a partnership is required to be made by the 
precedent acting partner, and the tax is collected from the firm in the 
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firm name, without specifying the individual partners’ shares of 
such tax payable. If any of the partners are entitled to any personal 
allowances, these will be given effect to in the firm’s assessment, if 
such individual partner makes a separate return showing his total 
income and claiming the allowances. 

The firm’s return must show : — 

(1) Details of untaxed income of the firm liable for assessment. 

(2) Details of income of the firm already taxed. 

(3) Details of annual charges such as loan or mortgage interest, 
grotind rents, etc., payable by the firm. 

(4) Names and addresses of the partners and a statement showing 
how the partnership income is divided between the partners. 

The division of the partnership profits should normally be made 
as follows: — 

(1) From the profits of the Trade, Profession, etc., returned for 
assessment under Schedule D (less the amount of Wear and Tear 
allowance, if any) deduct the amount by which the annual charges 
exceed the total of the other income of the firm (taxed or untaxed). 

(2) Divide the balance according to the terms of tlie partnership 
agreement as in force for the year of assessment. 

(3) If the annual charges are less than the other income of the 
firm, the excess should be divided as in (2). 

(4) If there are annual charges, but no income other than 
business profits, the annual charges are deducted from the firm’s 
assessment before division, and tax on such annual charges at the 
full standard rate is collected from the firm in addition to the total 
of the individual partners’ tax. 

Illustration (ii). — A and B are in partnership, sharing profits in the 
ratio of 3:2. 'I’he adjusted profit for the year to March 31, 1938, was 
£1,000 and the Wear and 'I'ear allowance for 193S-31) was agreed at /jao. 

The partners agreed that salaries for the year to March 31, 1039., should 
he A, £300; B, £300, and interest on capitals (A, £1,500; B, £goo) 
should be at 5 % per annum. 

The linn owned the business premises (leasehold) assessed at £220 
gross, subject to a ground rent of £20 per annum and mortgage interest £50. 


i 

Name. 

Address, 

Division of Profit. 

Basis of 
Distiibution 
of Balance. 

1 

Amount of j 
Partners' 1 
Share of i 
Balance. 1 

Amount of 
Partners* 
Share of 
other Income 
oi Firm. 

Salary. 

Interest on , 
Capital. 

i 

1 


i 

i 


£ 

£ 

A 

— 

500 

75 

3/5 

36 

66 

B 


300 

45 

3/s 

24 

44 



£800 

£j20 

1 

£(>o 

£110 
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The following are the details for the 193S-39 Schedule D return : — 

Untaxed Income : Partnership Profits £1,000 

Less Wear and Tear 20 

£.9^0 

Taxed Income : Schedule A assessment (net) £180 

Annual Charges ; Ground Rent £20 

Mortgage Interest . . . . s° 

__ 70 

£110 

Note. — A would enter on his personal return £611 as his share of the 
untaxed profits, and B, £369. These amounts, together with the shares of the 
taxed income, £66 and £44 as shown above, constitute each partner’s income 
from the business, and aie the figures to be taken into account in determining 
allowances, as well as each partner’s liability (if any) for sur-tax. 

Personal Allowances. — Certain allowances of tax from the total 
tax, which would otherwise be payable, are given to individuals (not 
to companies or corporations) which reduce the effective rate of tax 
suffered, and may, in some cases, give total exemption. In order to 
obtain these allowances, the taxpayer must make a return of his total 
income from all sources, taxed and untaxed, and definitely claim each 
allowance. These reliefs can only be given from the net tax payable 
after deducting from the total liability the tax on any annual charges 
for which the taxpayer is accountable. 

A married man must include his wife’s income with his own, the 
wife being entitled to no allowances, unless she claims “separate 
assessment ” (see below). 

Earned Income Allowance. — (i) A deduction of lax at the 
standard rate on £300, or on one-fifth of the net earned income, 
whichever is the less. 

(2) A similar allowance in respect of his whole income, whether 
earned or unearned, may be claimed where cither the taxpayer, or, in 
the case of a married man, his wife living with him, was on April 6th, 
at the commencement of the year of asses.smenl, 63 years of age, or 
more, and the total income docs not exceed £500. 

Marginal Relief. — Where the total income exceeds ^500, the tax 
payable on the total income will be reduced where necessary, so as 
not to exceed a sum equal to the total of (i) the amount of tax which 
would have been payable if the total income had beeit just fsoo, 
and (ii) one-half of the amount by which the total income exceeds 
£;Soq {see Illustration 15 (h), p. 870). 

Personal Allowances . — (3) A personal allowance may be claimed 
of tax at the standard rate on £100, or, in the case of a married 
man whose wife is living with him, on £i 8 q.* 

* The allowance on £180 extends also to the case of a married man who 
proves that his wife, although not living with him, is wholly maintained by 
him, and that he is not entitled, in computing his income for the purposes 
of Income Tax, to make any deduction in respect of the sums paid by him 
for the maintenance of his wife. 
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Where the total income includes any earned income of the wife, 
an additional allowance may be churned of lax at the standard rate 
on four-fifths of the amount of such earned income (subject to a 
maximum additional allowance of tax at the standard rate on ^45). 

Exemption. — (3^) Since l935--3b total exemption is granted in 
every case where tlie income docs not exceed where 

the income is less than £140 the tax payable is not to exceed 
one-fifth of the amount by which the income exceeds £12^. 
It will be seen that this special exempting provision is only of benefit 
to unmarried persons, and in cases whci'c the income, or the greater 
part of it, is unearned. In all other cases the ordinary personal and 
earned income allowances (sec above) would by themselves serve to 
procure exemption (see Illustratmis (17) and (lye), p. 871). 

(4) A deduction of lax at the standard rate on £^o may be 
claimed by (a) a widower who has a female relative of his or of 
his deceased wife resident with him for the purpose of having the 
charge and care of any child or adopted child of his in respect of 
whom the deduction for children is given, or in the capacity of a 
housekeeper, or (6) a widow who has a female relative of hers or of 
her deceased husband resident with her for the same purpose.* 

If the widower or widow proves that he or she has no such female 
relative who is able or willing to take such charge or act in such 
capacity, the same deduction may be claimed in respect of some 
other female person employed for the purpose. 

(s) A deduction of tax at the standard rate on £^o may be 
claimed by an unmarried person who has living with him, and 
maintains at his own expense, cither his mother (being a widow or 
living apart from her husband), or some other female relative, 
for the purpose of having the charge and earc of any brother or 
.sister of his in respect of whom the deduction for children or adopted 
children is given.'!' (A female taxpayer may claim in respect of 
either lier mother or a female relative in the circuinstanees set out.) 

(6) A deduction of tax at the standard rate on ^Co may be 
claimed in respect of any child, stepchild or adopted child’* living 
at any time within the year of assessment, who was either under the 
age of i6 years at the commencement of the year of assessment, or 
who, if over th'at age, was receiving full-time instruction at any 
university, college, school, or other educational establishmeirt. 
(“ Adopted child ” means, for this purpose, a child of whom the 
individual has the custody and whom he or she maintains.) 

* I'htt deductions in respect of a female relative referred to in (4) nnd (5), 
and in respect of an adopted child referred to in (6), are conditional upon 
proof being given that no other individual is entitled to any deduction for 
Income Tax in re.speel of such female relative or adopted child, or, if any 
other individual i.s so entitled, that such individual has relinquished hi.s or 
her claim to the deduction. If several persons conlrihule, each may claim u 
proportionate allowance. 
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As from 1938-39 this allowance extends to a child undergoing 
whole time training as an apprentice for any trade, piofession or 
vocation, provided that {a) the period of such training is not less than 
two years, and {/>) the remuneration of the “ child ” (if any), exclu- 
sive of any returns of premium, does not exceed £12 per annum. 

No deduction can, however, be allowed in respect of any child 
or adopted child who is entitled in his or her own right to an income 
which, after excluding any income from a scholarship, bursary, 
or other similar educational endowment, exceeds a year. 

(7) Dependent Relative . — An allowance of tax at the standard 
rate on ^25 may be claimed in respect of any person whom the 
individual maintains at his own expense, and who is (i) a relative 
of his, or of his wife, and incapacitated by old age or infirmity from 
maintaining himself or herself, or (ii) his or his wife’s widowed mother, 
whether incapacitated or not, or (iii) his daughter who is resident with 
him and upon whose services he is compelled to depend by reason of 
old age or infirmity. (A female taxpayer may claim in respect of (i) a 
relative of hers or of her husband, or (ii) her or her husband’s 
widowed mother, or (iii) her daughter, in the circumstances set out.) 

No deduction can, however, be allowed under (i) or (ii) if the 
income of the dependent relative exceeds ,^50 a year. 

Where two or more persons jointly maintain a dependent relative 
as above, the deduction is to be apportioned between them in 
proportion to the amount or value of their respective contributions. 

(8) Reduced Rale Relief . — In order to give further relief to small 
incomes, a portion of the taxable income, up to a stated limit, bears 
tax at a reduced rate. The particulars of this relief, which has been 
altered several times in recent years, are as follows : — 

1931-32 to 1934-35 Up to first fijs of taxable income taxed 
at half standard rate. 

1935-3610 1937-38 Up to ;£i 35 taxed at one-third of the 
standard rate. 

1938-39 Up to ^135 taxed at is. 8 d. (Compared 

with standard rate 5s. 6d.) 

(g) Rates of Tax Chargeable . — The standard rates of income tax 
has been as follows : — 

1931- 32] 

1932- 33 ^ 5s. in the 

1933- 34J 

1934- 3S and 1935-36 • • . . 4s. fid. in the £ 

1936- 37 4s. gd. in the £ 

1937- 38 Ss. od. in the £ 

1938- 39 • • • • * • ■ . ss. fid. in the £ 

Sur-iax.—For 1928-29, and for : 929-30 and onwards, the 

following respective rates were levied in excess of the standard 
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rate, in respect of the excess over fjz,ooo of the total income, less 
charges, of an individual: — 


On every £ of the fiist 
» >, next 


£500 of the excess 

Soo 

1,000 „ 

1,000 ,, 

1,000 ,, 




1929- 

-30 

328- 

-29 

to 




19 . 37 - 

-38 

s. 

d. 

s. 

d. 

0 

9 

I 

0 

I 

0 

i 

3 

I 

6 

2 

0 

2 

3 

3 

0 

3 

0 

3 

6 

3 

6 

4 

0 

4 

0 

S 

0 

4 

6 

S 

6 

S 

0 

6 

0 

S 

6 

f) 

6 

6 

0 

7 

0 

6 

0 

7 

6 


2.000 
2,000 

5.000 
5,000 

10.000 

20.000 
remainder 


In addition, for the years 1930-31 and onwards an additional amount 
of tax is payable equal to 10 per cent, of the tax as calculated from the 
above table {Finance (No. 2) Act, 1931). 

(10) An allowance of tax (but not sur-tax) may be claimed in 
respect of premiums paid for Life Assurance, or for contracts for 
Deferred Annuities. The allowance is authorised in respect of 
(a) premiums (whether annual or not) paid by the claimant on his 
own life or that of his wife, (b) premiums (whether annual or not) paid 
by the claimant’s wife out of her separate income on her own life or 
on that of her husband, and (c) any sum which the claimant, under 
any Act of Parliament or under the conditions of his employment, is 
liable to pay, or to have deducted from his salary, to secure a deferred 
annuity to his widow or provision for his children after his death. 

The allowance due will be calculated at the following rates : — 

(i) Where the policy was effected after June 22, 1916: At 
half the standard rate in the in all cases, but see (e) below. 

(ii) Where the policy was effected on or before June 22, 
1916: («) at half the standard rate in the f if the total 
income does not exceed ^1,000; (f) at three-fourths of 
the standard rate in the f if tlie total income exceeds 
£ 1 ,000 but does not exceed ,000 ;* (c) at the full standard 
rate in the f if the total income exceeds £2,000, 

The allowance is subject to the following limitations : — 

(n) The total amount on which the allowance is calculated is 
not to exceed onc-sixth of the claimant’s total income 
from all .sources for the year of claim. 

(b) In the case of any policy securing a capital sum on death 
(whether in conjunction with any other benefit or 
not) the amount on which the allowance is calculated is 


* Marginal relief i.s Kninted when the total income is :ili,t{litly le.ss than 
/;i,ooo or. £2,000, as the eu.se may he. For method of working .see illus- 
tration on p. 870. 
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not to exceed 7 per cent, of that capital sum, exclusive 
of any additional benefit by way of bonus or otherwise, 
(c) In the case of policies or contracts which do not secure 
a capital sum on death, the total amount on which the 
allowance is calculated is not to exceed ^£100, and the 
policies must have been taken out not later than 
June 22, 1916. In the case of such policies or contracts 
effected after that date, no allowance is to be made, 
except where they have been effected in connection with 
certain superannuation or pension schemes. 

{d} In the case of a deferred assurance made after June 22, 
1916, no allowance is to be made in respect of premiums 
payable during the period of deferment, except where 
the assurance was effected in connection with certain 
superannuation or pension schemes. 

(e) For 1935-36 and onwards, where the claimant’s taxable 
income does not exceed ,^135 the relief in respect of 
any premiums is to be at a rate not exceeding one-third* 
of the standard rate. If the claimant’s taxable income 
exceeds ^135, but the amount of the premiums is greater 
than the excess of the income over the rate of 

allowance on the difference is restricted to one-third.* 

The first time a claim under this provision is made, or when a new 
policy is taken out, the Inspector will usually require production of the 
premium receipt or the new policy. In view of this, some assurance 
companies when issuing a new policy now supply with it a certificate, 
setting out the material particulars which will be accepted by the 
Inspector. 

Persons Resident Abroad— The reliefs referred to above are not 
granted to an individual who is not resident in G.B. & N.I., unless 
he or she satisfies the Commissioners of Inland Revenue that he or 
she (i) is a British Subject ; or (ii) is or has been employed in the service 
of the Crown; or (iii) is employed in the service of any missionary 
society or of any native State under the protection of His Majesty; 
or (iv) is resident in the Isle of Man or the Channel Islands; or (v) 
has previously resided within G.B. & N.I. and is resident abroad for 
the sake of his or her health, or the health of a member of his or her 
family, resident with him or her, or (vi) is a widow whose late husband 
was in the service of the Crown. 

The allowance due to Non-Residents in such cases is restricted to 
the fraction of the total relief due if the person had been resident in 
this country, equal to the fraction of his total income which arises in 
this country. 

Earned Income is defined by Section 14 of the Income Tax Act, 
1918, and includes: — 

* Or for 1938-39 IS. 8d. in the 
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(a) Remuneration from any office or employment, pensions 
(including Civil List Pensions), superannuation or other allowance, 
deferred pay or compensation for loss of office given in respect of 
the past services of an individual or of the husband or parent of the 
individual. 

(b) Income from property forming part of the emoluments of 
office of an individual. 

(c) Income charged under Schedule B or Schedule D or the 
rules applicable to Schedule D and immediately derived by the 
individual from the carrying on or exercise by him of his trade, 
profession, or vocation, either as an individual or in the case of a 
partnership, as a partner personally acting therein. 

General Illustration of Reliefs and Allowances (13): — 
Bunthorne, resident in England, has the following income taxable in 1938- 
39: Business Profits (as agreed), £160; Wear and Tear allowance, £40. War 
Loan interest (untaxed), £105. Property: Net Schedule A assessments, £200; 
Ground Rents payable, £20; Mortgage Interest payable, £70. Directors’ 
Fees, £280; Wife’s Directois’ Fees, £60. Wife’s Dividends, £110 (all 
taxed at source). He has three children, one born on April 5, 1939, one 
aged eight, and one aged twenty-two at Oxford (his income, excluding a 
scholarship worth £70 per annum, amounts to £45). Bunthorne maintains 
his wife’s widowed mother (whose income is £45 per annum). He pays 


life assurance piemiums as follows I- 

On his own life, taken out June 20, 1915 .. £500 £15 

On his wife’s life, taken out June 20, 1915 .. 500 17 

On bis child's life, taken out June 20, 1915 .. 150 2 

Ilis wife pays : — 

On her own life, taken out July 1926 .. .. £1,000 £80 

On her husband’s life, taken out July 1926 .. :,ooo 100 

On her mother’s life, taken out July 1926 .. 200 20 

Husband’s Income: — £ 

.Schedule D, Case I, £i6o, less Wear and Tear, £40 120 

Schedule D, Case III 105 

Schedule A £200 

Less Annual Charges, Ground Rent £20 

Mortgage Interest . . . . 70 

— QO 

- — no 

Schedule E 280 

Wife’s Income : — 

Schedule E i 60 

Taxed Dividends no 

Statutory Total Income £785 

Less Allowances : — 

Earned Income ,!,th of (120 -p 280 -p 60) £93 

Personal 180 

AdtUtionai personal 45 

Child: en (£60 each) 180 

Dependent Relative (widowed mother) 23 

— 532 




Taxable Income 


• • £263 
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Tax payable on £135 @ ts. Sd 

,, „ ,, 121- @ ss- M 

. . • • 


Less Life Assurance Allowance: — 


Premium ^£15, allowable 
17, allowable 
2, allowable 
So, allowable 

100, allowable 
20, allowable 


. . /;is 

. ■ 17 

.. 70 (lestricted to 7% 

of sum assured) 

.. 70 


£ b. ti. 

II so 
35 4 o 

^.'46 y o 


£17^ 


Restricted to -Jth of Total Income i.c. to £131 

Allowance: £128 at as. yd £17 12 o 

£3 at IS. Sd SO 

17 17 o 


Tax actually borne by Bunthorne 28 12 o 

Add Tax on Annual Charges, £go at ss. 6d 34 IS o 


Total Tax payable by Bunthorne £53 7 o 


By deduction at source 

Dividends £110 at ss. 6d £30 5 o 

By Assessment 23 20 


£53 7 o 


Illustration fi3): — 

Rhliisf to Non-Residents. 

G. Dickson, a British subject resident in France, is married and has 
one child under sixteen. His income for 1538-39 is £210, made up of 
£150 from property in France and £60 from property in England (from 
which British ta.x has been deducted by the tenants). 

The appropriate allowances are: — 

Personal Allowance £180 

Child Allowance 60 

£240 

and as these allowances exceed the total income, repayment is made of all 
the British tax suffered, i.e. £60 @ 5s. 6d. = £16 103. od. 

Illustration (14): — 

Relief to Non-Residents. 

C. Testout, a British subject resident in Borneo, has the following 
income for 1938-39: — 

Foreign and Non-Liable Income ; — 

Salary £600 

Dividends from Foreign Companies 10 

4 % Funding Loan * 6 

— £616 

* Interest or dividends on certain British Goveniment Securities, if the 
beneficial owner is not ordinarily resident in Q.B. & N.I., are exempt from 
British Tax. The securities in question include: % War Loan, and 4 % 
Funding Loan. 
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Liable Income: — 

N.A.V. of Property in G.B. & N.I /JS3 

Dividends from British Companies . . . . . . aso 

Bank Deposit Interest 5 


30S 


Teatout is married, has no children, but supports his widowed motlier, 
who lives with him. 

If the whole income were liable to, and had borne, British tax at the 
full Standard Rate, repayment due would be : — 

£ s. d. 

Personal Allowance £i8o (ol ss. 6d. = 49 to o 

Earned Income Allowance .. 120 @ ss. 6d. = 33 o o 

Dependent Relative 23 @ ss. 6d. = 6 17 6 

Reduced Rate Relief .. .. .. 135 @ 33. lod. = 25 17 G 

£115 5 ° 

As, however, £308 only is liable, the repayment due is restricted to: — 


= ird of £iis 5 


Add Tax on Funding Loan, taxed at source, 
but exempt in his hands £6 @ 5s. Gd. . . 
Less Tax due on untaxed Bank Interest, 

£5 @ S'f- ChI 


Rcpaymcnl £38 13 10 

Altei natively, the repayment may be calculated as follows: — 

Total .Statutory Income £724 

Less: Earned Income Allowance £120 

Personal Allowance .. .. 180 

Dependent Relative Allowance . . . . 25 


325 


T.ixable Income £599 

£ S' 

i ax payable — 

£*35 IS. Hd n 3 o 

£464 (fl'' 5s. (id 127 12 o 

ISW £13^ D o 

£ s. d. 

J thereof 4(1 s 8 

£m.- Tax deducted at source on: — £ 5. d. 


Funding Loan .. £6 @ 5s, 6d. i 13 o 
Rents of Property £53 (§ 5s. Gd. r4 it G 
Dividends £23° @ 5s. Gd. 68 13 o 


Repayment 


84 nj G 
£ 3 ^ *3 10 
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Illusthation (15): — 

“ Old Age ” Relief. 

(a) A married man, resident in G.B. & N.I., has an earned income 
of £300. His wife, aged sixty-six, has income from property (Net Annual 


Value), £45. 

Total Income £345 

Less Allowances; 

Old Age, (th of £345 £69 

Personal 180 

^49 

Taxable Income £06 


Tax payable thereon @ is. 8d £800 


(6) A bachelor, aged seventy, has an income consisting of dividends 
from British Companies producing £510 per annum (gross amount). 


But for marginal relief he would p.iy on £St° 

Less Personal Allowance 100 

£ s. d. 

Tax payable £135 @ ts. Sd = ii 5 o 

lz 7 ±® 5S. 6d = 75 la h 

' £410 £86 17 6 


His liability is, however, restricted to tax on £500, plus half of the excess 
of hia income over £500, as follows : — £500 £ s, d. 

Less one-fifth 100 

Personal Allowance 100 

200 

£300 


£135 @ 18 . ad II S o 

£165 @ 58. 6d 45 7 6 


56 12 6 

Add half excess of income over £500 == 500 


£61 la 6 


Since he has suffered tax by deduction on £510 @ ss. 6d. == £140 Ss. od., 
he is entitled to repayment of £78 13s. fid. 

Illustration (i 6 ): — 

Life Assurance — Marginal Relief. 

Hugh Dickson, with an income of £980, pays £160 on a life policy on 
his own life for £3,000, taken out in January 1916. 

Since his income does not exceed £1,000, he is entitled to relief on: — 
£i6o @ 3 S. 9d. only = £33 
Marginal relief increases this allowance to : — 
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Tax on /;i6o @ 4s. ijd = ^^33 o o 

Less Tax ® 5a. 6d. on amount by which total 

income falls abort of £1,000, i-e- £20 @ gs. fid, g 10 o 


Life Assurance Relief due . . . . £27 10 o 


lU.llSTRATlON (17); — 

Exemption op Income up to £123 

Muriel Johnson, spinster, aged 25, has an income of £120 derived from 
an annuity from her deceased father’s estate. She is exempt from tax, and 
if tax has been deducted at the source (as it would have been) she may 
recover the whole amount, viz. £120 @ gs. fid. = £33. But for this special 
exemption she would have been liable as follows: Total Income £120, less 
Personal Allowance = £20 Taxable Income. The Tax® is. 8d. = £i 133.44. 
The repayment would therefore have been for £31 6s. Sd. only. On the other 
hand, had her age been fig the operation of “old age” relief would have 
sufficed in any case to procure her exemption. 

Illustration (17a) : — 

Suppose Muriel Johnson’s annuity in the above case amounted to £135. 
Her liability calculated in the ordinary way would be as follows: Total 
Income £135, less Personal Allowance £100 = £35 Taxable Income. The 
Tax (f?) IS. Sd. — £2 i8s. 4d. The “marginal relief” provision, however 
(see p. 863) reduces this to one-fifth of £10, this being the excess of the 
income over £i2g, and the liability is theiefoic £2, As tax will have been 
suffered by deduction to the extent of gs. fid. on £135, viz. £37 2s. fid., the 
re|iaymcnt will amount to £35 28. fid. 


Markied Women. 

The income of a married woman living with her husband or wholly 
maintained by him is deemed to be part of the husband’s income. It 
mu.st be included in his return and taxed in his name. 

If, however, application is made in the prescribed form by cither 
the husband or the wife, within six months before July 6th in the 
year of claim (or in the case of persons marrying during the course of 
the year of assessment, before July 6th in the following year), the total 
tax payable will be divided between the husband and the wife, and 
separately asse.gsed on them ; the total relief so given is not to exceed 
the relief which would have been granted if no application had been 
made. 

The allowances are apportioned as follows : — 

Earned Income Allowance — in the ratio of their respective 
earned incomes. 

Old Age Relief — in ratio of their respective total incomes. 

Personal Allowance (including additional allowance of four- 
fifths of wife’s earned income). Children Allowance, and reduced rate 
relief on /(13s — in ratio of their respective incomes after deduct- 
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ing amounts on which tax has been allowed for Earned Income 
Relief. 

Dependent Relative or adopted child allowance — to party 
maintaining relative or child. 

Life Assurance relief — to party by whom the payment is 
made. 

Il.LUSTKATION (i8): — 

Mr. A. has the following income assessable 1038-39: Business Profits, 
£250, less Wear and Tear, £5; Directors’ Fees, £50; Taxed Dividends 
(gross .amount), £100. 

His wife has income from property Net Annual Value, £uo, her salary 
as a teacher is £160, and she supports her widowed mother. 

The husband pays £10 on a Policy for £ioq on his wife’s life, taken 
out in 1923, and the wife pays £30 on a Policy for £r,ooo on her husband’s 
life, taken out in 1919. 

The first column sliows the total tax collected from the husband if no 
application is made for separate assessment; columns 2 and 3 sliow the 
tax collected from the husband and wife separately if application is made 
before July 6, 1938. 

It should be noted that the husband has already borne tax by deduction 
amounting to £100 @ 5s. 6d. = ^27 los. od., and the wife £110 @ s’- 68- 
== £3° .‘is. od. The husband will therefore have to pay £12 is. 8d. by 
direct assessment while the wife will receive a repayment of £12 2 S. 2d. 



X 

Total. 

2 

Husband, 

Wife. 

Earned Income; — 

1 

£ 

£ 

DirectOLs' Fees and Salary 

310 

50 

lOo 

Business TrofUs {Uss W. T,). . 

MS 

2.1 h 

— 

Taxed Income (Unearned) . . . . 

310 

100 

110 

Total Income , , . , . . . . « • 

665 

395 

270 

ilcjsE. I, UeUc((!,th) .. .. 

91 

59 

32 


5 H 

, 3.3b 

338 



£ 

£ 

Less Personal Allnwanco. /)i8o 




Additional AUowanco 




- — 

225 

135 

93 

Divisible ssb : 238 . . . . 




Dependent Relative 

25 




£50 

: 

118 

Taxable Income 

321 

204 

120 

Taxable at is, 8d. (ratio 336:238) 

J 35 


5 f> 

Balance @ 5s. 6d 

£i8i) 

£125 

£('4 


£ s. d, £ s. d. 

£ s. d. £ s. d.; 

£ s. d. £ s. d. 

Tax payable @ is. 83 . . . . . 

11 5 0 

G 11 8 

4 13 4 

Tax payable ® 5s. 6d 

31 19 6 

3+ 7 0 

17 12 0 









Less Life Assurance Allowances ; 




Husband, ^10 2s. c]d. . < 

176 

I 7 0 


Wife, f3o @ as. 9CI. 

426 


426 


5 10 0 




£57 M 6 

£39 II 8 

jflB 2 ID 
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Dominion Income Tax Relief. — Income from the Irish Free 
State has already been dealt with. 

Income from a Dominion (any British Possession, or any territory 
under the protection of His Majesty, or under British or Dominion 
Mandate) is taxed on the net amount plus an addition for the tax charged 
in the Dominion. Where, however, the Dominion does not grant 
reciprocal relief in respect of the payment of British tax, the addition 
is restricted to the amount of relief allowed in this country. 

If any person (this term includes companies and non-residents) 
proves that he has paid both British tax and Dominion tax for the same 
year on the same source of income, he is entitled to relief from British 
tax on such doubly taxed income at the lower of the following rates : — 
(a) The Dominion rate of tax. 

This is found by dividing the Dominion tax paid for the 
year of claim (the Dominion year ending within the 
British fiscal year is taken) by the Dominion income ; or 
(b) One-half of the appropriate rate of British tax — found by adding 

(i) The income tax rate for the year of claim (not the Standard 

Rate, but the rate arrived at by dividing the tax payable 
on the taxable income, i.e. ignoring Life Assurance 
allowance or Dominion Tax relief, by the taxable 
income); and 

(ii) The Sur-tax rate — Sur-tax payable for the preceding year 

divided by total income for the preceding year. 

Due Date for Payment of Tax. — Income tax due on an assess- 
ment is payable in one sum on the ist January during the year of 
assessment except in the case of tax due from individuals and partner- 
ships under : — 

Schedule B In respect of lands occupied for the purpose of 

husbandry, only ; 

Schedule D or the rules thereof — in respect of the profits or 

gains of any trade, profession, or vocation; 
and tax due from individuals under: — 

Schedule E in respect of any office or employment ; 

In these cases the tax is payable in two equal instalments, the first 
on ist January in the year of assessment, and the second on ist July. 

Super-Tax and Sur-Tax. 

Sur-tax, as already explained on p. 865, is an additional tax 
levied on all mdimduals having incomes in excess of ^3,000. This 
tax supersedes and replaces super-tax, which was last charged in 
1938-29 and was calculated in a similar way, Sur-tax is payable in 
one sum as a deferred instalment of income tax on January ist follozmng 
the year of assessment and the rates arc set out in the Finance Act for 
the year fallowing the year of assessment, Sur-tax for 1928-39 (the 
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first year of this tax) was therefore payable on ist January, 1930, 
and aur-lax for 1937-38 is regulated by the Finance Act 1938 and 
payable on ist January, 1939. 

When an individual dies within the year of assessment the amount 
of sur-tax payable for that year is not to exceed the amount that would 
have been payable according to the rates applicable to the previous 
year (F.A. 1930, S. 26), e.g. suppose the taxpayer dies in November 
1937. According to the rates of sur-tax for 1937-38, the estate will 
be liable to pay on the income received between 6th April, 1937, and 
the date of death at the rates determined by the Finance Act of 1937 as 
applicable for the purposes of sur-tax 1936-37. (It will, of course, also 
be liable for sur-tax 1936-37, which will probably not have been paid 
by the deceased, not being due till ist January, 1938.) 

Illustration (19): — 

Black has the following income for 1937-3S ; 

Taxed by assessment; — 

Case I, Schedule D, Business Profits, ,£3,000, less Wear and 
Tear, £55. 

Case III, War Loan, £700 (afterwards leduced to £560). 

Schedule A (net annual values), £350. 

Taxed by deduction 1 — 

Sundry Dividends, gross £420 (net £310). 

Annual Chaiges: — 

Ground Rents paid January and December 1937, £30. 

Mortgage Interest on mortgage paid oil ist July, 1937, together with 
one year’s interest amounting to £60. 

Ilia wife’s income for 1937-38 was: — 

Directors’ Fees, Schedule E assessment, £75 (later reduced to 
actual, £ss). 

Interest on £.s,ooo 3 J % War Loan (Bearer Bonds). 

Bank Interest paid during the year ended 31st March, 1938, £15. 


Sur-Tax, 1937-3S. 

Husband’s Income: — 

Schedule D, Case I 

Schedule D, Case III 

Schedule A 

Dividends . . . . 

Wife’s Income; — 

Directors’ Fees 

3i % War Loan 


£1,945 

560 

350 

430 

£3,375 


£5S 

17s 

230 
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Less Charges: — 

Husband: Ground Rent 
Interest 


*3° 

6o 


Wife: Bank Inteiest 


90 

15 

1 05 


£3 .400 


Sur-tax payable: — 

on £2 ,000, nil £ s. d. 

on 500 @ IS. od 2500 

on 500 @ IS. 3ci 3150 

on 400 @ as. od 40 o 0 


£3>4°o oh 5 o 

Add 10 % 9126 


Tax payable ist January, 1939 £i0S i7 6 


If either the husband or wife makes application for that purpose, not later 
than 6th July, 1938, separate assessments will be raised, as follows: — ■ 


Husband: Income £3,275 

Less Charges 90 


Wife: Income £230 

Am Charges 15 

215 


Tax payable by husband 

— of £105 17s. 6d. 
3, .(,00 ** ^ ' 

by wife: — 


215 

3,400 


of £105 17a. 6d 


/it, .10 0 

£97 3 7 

6 13 II 
£ij0S_ 17 6 


It should be particularly noticed that no allowances or reliefs may 
be deducted in calculating sur-tax, in particular (a rather common 
source of misconception) the earned income allowance does not apply. 
Only “ annual charges ” are allowed, and bank interest, hut this last 
will only be admitted if a certificate is procured from the bank on the 
official form. 

Annual charges for this purpose include annual payments made in 
accordance with an agreement under seal (irrevocable by the tax- 
payer) covering a period of not less than seven years ; but if the recipient 
of the payment is a child of the taxpayer the period of the agreement 
must be for the life of the taxpayer or until the child marries. (F.A. 
ic)22, S. 19), 80 long as the child is a minor the charge will only 
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be allowed if the asiecmenl was made before aand April, 1936, and 
is “irrevocable.” F.A. 1936, S. 21.) 

Advantage of this fact is sometimes taken lay taxpayers who wish 
to make regular subscriptions to charitable institutions. Instead of 
making the usual voluntary payment a seven-year agreement under 
seal is entered into. The taxpayer deducts income tax when making 
tlic payments (thereby saving himself income tax) and the payment is 
also treated a.s a charge for the purpose of sur-tax. The charity, 
being exempt from tax, reclaims the tax deilucted and has the advantage 
of being assured of a regular income. 

Interest on money borrowed in order to pay the premiums on life 
assurance policies is allr)wed as a charge subject to certain restrictions 
(F.A. 1930, S. 13). The restriction is mainly directed to “ single- 
premium ” policies, which prior to 1930 were extensively resorted 
to as a means of avoiding tax. 

In certain circumstances sur-tax may be charged on the undis- 
tributed income of private companies. As to this, see Finance Act 
1922, S. 21, and Finance Act 1927, S. 31. Subject to this proviso 
sur-tax is a personal tax, assessed on individuals only. 

Memorandum on the Liability of Non-Residents and 
Non-British Subjects. 

Considerable confusion appears to exist in the minds of students 
and others on the question of the liability of non-residents, and non- 
British subjects, to tax in this country. 'Phe question bristles with 
difficulties, and each case must be considered on its merits; but the 
following outline should assist. 

Income may be divided into two broad classes : — ■ 

1. Income Arising in this Country. — This is always liable to 
British tax; so that a non-resident, whether a British stibject or not, 
will be liable to British tax on income from land or buildings in G.B. 
& N.I. owned by him, from knd in G.B. & N.I. occupied by him, 
from any trade, profession or vocation carried on by him in G.B. 
& N.L, and from any other British securities or possessions. There 
are two exceptions ; — 

(a) Interest and dividends on certain British Government 
Securities are exempt from British tax if the beneficial owner is 
not ordinarily resident in this country {see footnote, p. 868). 

( 5 ) Persons resident in the I.F.S. and not resident in G.B. & 
N.I. are exempt from British tax under the double taxation, agree- 
ment between this country and the I.F.S. 

Z. Income Arising Abroad.-— This is exempt in the case of non- 
residents ; but the title to be regarded as non-resident is lost for any fiscal 
year in which a person visits tliis country, unless he come here 
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(a) For some temporary purpose only, and 
(li) Without any intention of establishing a residence, and 
(f) ’J’he total period of his stay here in the year does not amount 
to six months {Rule 2, Miscellaneous Rules, Schedule D, Income 
Tax Ad, 1918). 

It has been held that a person may reside and have an ordinary 
residence in more than one country in the same year, and many' cases 
hiive been decided in the Courts as to whether, in various circum- 
stances, a particular person is resident or not. 

The income from Foreign and Dominion securities, stocks, shares 
or rents is assessed under Cases IV and V in Schedule D on the full 
amount of the income arising in the preceding year, whether the 
income has been or will be received in G.B, & N.I. or not. But 
if a person satisfies the Commissioners of Inland Revenue that he is 
not domiciled in G.B. & N.I., or that, being a British subject, he is 
not ordinarily resident h\ G.B. & N.I., such income will be assessed on the 
basis of the amounts reunited to this country during the preceding year. 

A person, whether a British subject or not, assessed to British 
tax as a ” resident ” is entitled to the personal allowances, but a non- 
resident assessed to tax is not entitled to these allowances unless he 
is a British subject, or comes within the other exceptions mentioned 
on p. 866, 


National DiitTCNCE Contriiiution. 

National Defence Contribution (familiarly referred to as N.D.C.) 
is a new' tax, levied by the h'inance Act 1937, to last for a period of five 
years commencing on April ist, 1937. It is assessed on the profits of 
all businesses (hut excluding professions and “ public utility ” com- 
panies) carried on in the United Kingdom, whether these are in the 
form of limited companies, partnerships or sole traders, 

Basis ov AH,siiSHMi';NT.-- -The lax is levied at 5 per cent, on the 
assessable profits in the case of limited companies and 4 per cent, in 
other cases. With certain exceptions (stated below) the profits on 
which the tax is to be charged are calculated in the same way as for 
Income Tax Schedule D, but the “ preceding year ” basis as used for 
income tax purposes does not apply. Instead, the profits assessed are 
the actual profits of the “ accounting period,” i.e. in the ordinary way 
the year of account, whenever that may end, and an assessment is made 
as soon as practicable after the end of the period and the tax is payable 
one month after assessment. Assessments (including additional 
assessments) may be made at any' time up to six years after the end of 
the accounting period in question. 

A taxpayer who objects to an assessment has the right of appeal 
either to the general or special commissioners. 
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Exemption and Abatement. — ^P rofit less than £2,000 is exempt. 

If the profit (for a whole year) is less than £12,000, the profits are 
reduced for the purpose of assessment by a sum equal to one-fifth of 
the amount by which the profit falls short of £12,000. 

Example . — The adjusted profit of X Ltd. for the year to 30th June, 1938, is 
£9,000. The abatement is one-fifth of £3,000 ~ £600, and the tax lor the 
year is s per cent, on £8,400 = £420. 


Apportionment. — If the period of account is partly before and 
partly after ist April, 1937, the first “ accounting; period ” is that por- 
tion from ist April to the end of the period. The profit is (normally) 
apportioned on a time basis in months and fractions of months and the 
abatement is similarly apportioned. 

Example . — The adjusted profit of P, a soJe trader, for the j'car ended 
31st December, 1937, was £io,ooo. 

The abatement (on the basis of a full year) is one-fifth of £2,000 — £400, 
and the chargeable profit is thcreloi-e: — 

3/4 of £9.600 = £7,200 

Ta.x — 4 per cent, on £7,200 =• £288 


Computation of Profits. — With certain important exceptions the 
computation of profits is the same as for the purposes of Income Tax 
Schedule D, Case I. The intention is that it is tlie trading profit which 
is the subject of charge, and consequently interest and dividends re- 
ceived are excluded (in the case of a trading company) whether or not 
income tax on such interest, etc., may have been deducted at the 
source. 

On the other hand, interest paid, whether or not under deduction 
of income tax, is generally an admissible charge. The non-allowance 
for income tax purposes of annual interest paid out of profits is bound 
up with the principle of deduction of tax at the source, but this principle 
has no application to N.D.C. which is not in any sense a “ personal ” 
tax as income tax is. 

The remaining important variation in the computation, as compared 
with income tax practice, relates to the case where the business owns 
its own premises: for N.D.C. purposes the annual value of such pre- 
mises is ?iot allowed as a deduction. 

Wear and Tear is allowed as a deduction as for income tax, including 
the additional allowance. 

Income Tax and N.D.C. are not allowable expenses in computing 
profits for N.D.C. purposes, but N.D.C. charged in respect of any 
period of account is an allowable expense in computing the profits of 
that period for income tax pui-poses. 

Example . — The following is a summary of the Profit and Loss Account of 
M Ltd., a public company, for tho year to 30th June, 1938 : — 
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GroKb) Profit . . . , , . . . . . . . , . jCaS.fioo 

Dividends and Inteicst . . . , . . . . , . 3,200 

3i,Soo 

I-m' Direclois’ Fees .. .. .. ..I|j,ooo 

Sundry Expenses allowable for Income Tax 5,100 
Depreciation .. .. .. 1,300 

Sundry Expenses treated as Capital for tax 
purposes . , . . . . . . . , 800 

Income Tax . . .. .. .. 1,200 

Rcberve for N.D.C. .. .. 950 11,350 

20,450 

Lt'is Debenture Interest . , . , . . . . 2,000 

Dividends paid .. .. .. 15,000 17,000 

£3,45° 

The adjusted profit will be found as follows; — 


Net Profit for the year , , . . . . , . . . £20,450 

Less Dividends, etc., received . . . . . . . . 3,200 

17.250 

j-J(W Depreciation .. .. .. .. .. 1,300 

Expenses as for Income Tax . . . . . . 800 

Income Tax . . . . . . . . . . . . i,2O0 

N.IXC, . . . . . . . . , . , . 050 

21.500 

Less Debenture Intotest . . . . . . . . . , 2, 000 

10.500 

7 ,m Wear and Tear (say) .. .. .. 1,100 

Profit chargeable at 5 per cent. . . .. .. £18,400 


Note particularly that though the Dividends paid are not alloweti as 
a deduelioii the Debenture Interest is, 

I,oKSFS.— Where a loss is sustained during a “ chargeable ” account- 
ing pcriotl , it may he carried forward, from year to year if necessary, 
and set oil' against the profit in the next available accounting period 
or periods. Losses sustained before the commencement of N.D.C. 
may be carried forward and set off against profits in the N.D.C. 
period subject to a time limit of six years, as for income tax 
purposes. 

COMPANIKS WHOSE DIRECTORS HAVE A CONTROLLING INTEREST. — 
Where the directors have a “ cohtrolling interest,’’ the total deduction 
to be allowed in respect of the “ remuneration ” of directors other 
than “ whole time service directors ” is limited, T'lie limit applies 
to all such directors together (not each of them) and i.s either £1,500 
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or 15 per cent, of the adjusted profit after disallowing; all such re- 
muneration, whichever is the greater, subject to a limit of £1^,000 in 
any case. 

A “ whole time service director ” is defined as a director who 
devotes substantially his whole time to the business and is not the 
beneficial owner of more than 5 per cent, of the ordinary share capital. 

The “ remuneration ” means remuneration of any sort and in 
addition to fees may include, for instance, commission, interest or 
rents. 

Example. — A, B and C own the whole of the ordinary capital of P I-td., 
A holding 60 per cent, of the ordinary shares, B 38 per cent., and C 2 per cent. 

C is then a “ whole time service director ” within the meaning oi the Act 
but A and B are not. 

Suppose the adjusted profit in a chargeable accounting period, before 
making any disallowance in respect of A and B’s remuneration, is £14,500, 
and that the “ remuneration” is as follows 

A — fees £750, commission £340, total £i,oyo. 

B — fees £750, debenture interest £1,200, total £1,050. 

The profit will be adjusted as follows : — 

Profit as stated .. .. .. .. .. £14,500 

.ddd remuneration to A .. .. ..£r,oyo 

remuneration to B .. .. .. 1,950 3,040 


tyj-Mo 

Am allowed, 15 per cent, ot £17,540, beiiiH 

more than £1,500 . . . . . . . . ill’s i 

£14,009 


Partnhrshii’S. — An individual or partnership can, of course, not 
claim any deduction for interest, salary, etc., paid io himself or any 
partner. As against this, there is the advantage of paying the tax at 
4 per cent, only instead of 5 per cent. 

There is, however, a concession whereby, on notice of a claim to 
that effect being given within one month of the end of the chargeable 
accounting period, such a business may elect to be treated as though it 
were a company controlled by the partners, the partners not being 
“ whole time service dkectors.” Tliis concession is useful when the 
profits are not too large as it permits deduction of not less than 1,500 
for the remuneration of the partners. As against this, the rate of tax is 
increased from 4 per cent, to 5 per cent. 

Example . — D and E are partners in D & Co., sharing profits in the pio- 
portion of 3 to a, ^ For the year to 30th June, 1938, D received interest on 
capital £120 and E £100, and E received salary £300. The adjusted profit 
(after adding back both interest and salary) was £4,600. 

Assuming the option not to be exercised, the abatement will bo £1,480, 
leaving taxable profit £3,120. 

Tax at 4 per cent. = £124 i6s. od. 
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[t will, however, he an advantage to exercise the option, as follows : — 

Adiusted piofit as :ih<jvt‘ .. .. .. /.■4,f)00 

Le\.t aliowi'd )'m letnuncia'uon . . . . 1,500 


.ih.ik'inent ; iini'-lifth of /|tS,9oo .. 


3,100 

1,780 

'r.i\ thcivon .0 5 pel cent ' fiWi. 

'Ins would he divided between the p.irtneis as foil 

Total 

owtt *. - 

I ) 

1.1,320 

!•; 

£ 

/: 

£ 

Interest . . . . . . , . . 230 

IZO 

too 

Salary . . . , . . . . . . 300 

— 

300 

lialuncc (3:3).. . . . . 4,080 

2,448 

1,632 

4,600 

3,368 

3,032 

Less Remuneration /ii,5oo and Abate- 
ment £1,780, total ,C3i2So, 
split in the proportion 2,368 
to 3,032 . . . . . . 3,280 

1,83 1 

1.440 

Id. 320 

1:737 

£583 

'I'ax at 3 pet cent. . . , . £6(> 0 0 

i; 3 fi 17 0 

£^9 3 ' 


There are special provisions allecting banks and investment com- 
panies, holding and subsidiary companies, and building societies, 
which space does not allow to be set out here. 
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Absorption (Company), 471, 476 
Acceptance Letters of Credit, 798 
Acceptances, 749; General, 763, 
Qualified, 763. See also under 
Bills of Exchange 

Accountable Receipts (Banking), 
788 

Account Sales, 349 
Accounts, Preparation of. In Ex- 
amination Work, 96. 

Actuaries, 720 

Adjustment Accounts, 10; speci- 
mens of, II 

Adjustments, bettveen Capital and 
Revenue, 41 ; necessary before 
preparation of Annual Accounts, 
39 

Advertising Expenses, treatment of, 
35 

Agenda Book (Companies), 317 
Agent, liability on bill, 774 
Allonge, 773 

Allotment Letters, 287, 292 
Allotments, Return of, 287, 290 
Amalgamation (Company) , 470 , 476 ; 
Relief from Capital and Transfer 
Stamp Duty in, 478 
Ammonia Soda Co. v. Chamberlain 
[i9iSJ,6i,84 

AnglO'-French Music Co, v. Ntcol 
[1921], 299 

Annual Report and Accounts (Com- 
pany), 360, 494, 495 
Annual Return, 496 
Annuities (Assurance), 731 
Annuity Method of Distributing 
Depreciation, 46, 84 (leases) 
Application and Allotment Sheets, 
286,289, 351 

Application Form (Company), 286, 
288 

Apprentices’ Premiums, treatment of, 

27. 38 

Appropriation Account, Directors’ 
Report and, 63 ; dividends and, 
361, 363; example of, 62; 

Partnership, 136; Profit and 
Loss Account and, 61, 501; 


Railway Accounts and, 342-3; 
treatment of, 61, 501 
Arbitrage, 831 

Articles of Association, 265, 267, 
268, 270,271 ; alterations in, 273 ; 
borrowing powers and, 303 ; Calls 
and, 333 ; Directors and, 278; 
Good-will writing down of, and, 
86 ; Dissentient Shareholders and, 
476; in what way binding, 271; 
Issue of balance of shares under, 
286; Liens and Charges, and, 
384; Meetings and, 328; Pay- 
ment of Interest out of Capital 
and, 416; Provisions of, 272; 
Proxies and, 337, 339; Quorum 
and, 340; Reduction of Capi- 
tal and, 420, 454; Return of 
Capital to Shareholders and, 
430; Seal (Company) and, z8o: 
Splitting of Shares and, 413; 
Stock, issue of, and, 303 ; Sur- 
render of Shares and, 384 
Asset Redemption Account, 30 
Assets, kinds of, 82; Fixed and 
P'loating,82; Goodwill as an item 
of, 83, 83; Land and Buildings, 
valuation, as, 83; Lease Pre- 
mium, treatment of, 84; Ma- 
chinery and Plant as, 88; Re- 
valuation of, 84 (Companies), 
I73i 191 (Partnership); “ tan- 
gible," 82; Valuation of, 83 
Assurance (Life), 719; Annuities, 
721 ; Assignment of Policy of, 
722; Basis of, 720; Claims, 
723; Classes of, 719; Definition 
of, 719; Endowment Policies of, 
724; Expectation of Life and, 
720; Funds of, investment of, 
72s; Industrial, 719; Insurable 
Interest, 721 ; Kinds of Ofiices 
for, 719; Lapsed Policies of, 
721; Mean After-Lifetime, 730; 
Mixed Offices for, 719; Mor- 
tality Tables, 720; Mortgage of 
Policy of, 723; Mutual Offices 
for 7 j 9; Policies, kinds of, 
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724; Premiums, 719, 72 ii 7351 
Proiits of, 724; Proposal Form 
of, 719: Proprictaiy Offices for, 
719; Quinquennial Valuation, 
724, 726; Re-aasurance, 721 •, 
SurretKiei Value of Policies of, 
721; IJberrinue jidci and, 719; 
Valuation Balance Sheet, 725; 
Valuation Premiums, 725 ; “With 
or Without Piolits,” 724. See 
also under Assurance Accounts 

Assurance Accounts, 720; Balance 
Sheet of, 726 ; Deposit requhed, 
726; Marshalling of Assets of, 
91 ; Presentation of, 505 ; Re- 
venue Account, 73, 726, 732; 
specimen of, 727-31. See also 
under Assurance 

Assurance Companies Act, igog, 724, 
726 

Atlantic and Pacific Fibre Importing 
and Manufacturing Co. [igaS], 
361 

Auditor, appointment of, 283; re- 
port of, 284; remuneration of, 
how fixed, 283 ; rights and 
duties of, 76, 283, 284; Secret 
Reserves and, 6i ; Valuation of 
shares by, 493 

Bad Di'invs RtsEitvE, 35. s 8 

Bailee, Banker as, 751, 800 

Balance Sheet, 75, 76; Assets and 
Liabilities in, 75, 78, gi ; Assets, 
kinds of, in, 82; Assets, position 
of, in, 78, 8z; Assets, valuation 
of, in, 83; see also under 
Assets-, Auditors and, 76, 283; 
see also under Auditors-, Bank, 
S05; Bankers’ Inspection of, 83, 
84; Basis of, 7S; Buckley, f., 
and, 61; Calls and, 94, 358; 
Capital and, 94; Capital Re- 
demption Fund and, 498 ; Cash 
at Bank and, 85; Circulation 
of, 49S; Compulsory, 76, 495; 
Contents of, 497 ; Contingent 
Liabilities and, 57, 99, 403; 
Copyrights and, 90; Creditors 
and, gO; Debentures and, 95, 
409; see also under Debenture-, 
Debtors and, 82. 92; Deferred 
Revenue Expenditure and, 94; 
Development Expenditure and, 
93; Directors and, 76; Directors’ 
Report and, 496; Discount 
Reserve and, 35; Errors in 
drawing up, 100, I-orfeited 
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Shares and, 94; Form of, 77, 
504; Furniture, etc., and, 90; 
Goods on Consignment and, 22 ; 
Goodwill and, 83, 85, 86; Head- 
ing of, in error, 78; Holding 
Gompanies and, 465; Insurance 
and, 35; Interest accrued due 
and, 34, gi ; Investments and, 
83, 91 ; Joint Stock Companies 
and, 76; Land and Buildings 
and, S3; Diabilities in, 78, 94 ; 
Loans by Company and, 93 ; 
Loose Tools and, 88; Machineiy 
and Plant and, 88 ; ^ Marshalling 
of Assets and Liabilities in, 75, 
91, 505; Mines, Quarries, etc., 
and, 91; Mortgages and, 96; 
Partnership. 149; Patterns, Dies, 
etc., and, 88; Patents and, 83, 
89; Pro-Forma, So; Premium, 
and Discount in, 393 1 Prepara- 
tion of, in examination work, 96 ; 
Reserves and, 35, 96; Responsi- 
bility' for, 77; Right to receive, 
284, 496; Shares issued and 
fully-paid up and, gs, 96; 
Signing of, 498; Single Account 
System, 76; Specimen of, 103; 
Statement of Affairs (B.ank- 
ruptcy) and, 75: Statutory, 505; 
Stock in hand and, 83; Sundry 
Creditors and, 96; Sundry 
Debtors and, 92; Trade Marks 
and, 88. See also under various 


headings 

Balance Tickets, 334 

Bale V. Cleland, 36, 413 

Bank Book-keeping, 735; Accept- 
ance Ledger, 749: Acceptances, 
7.1.9; Accounts, presentation of, 
305; Bank of England Book, 
744, 745; Bill Diary, 74 7 > 749; 
Bill Ledger, 748; Bills Dis- 
counted Register, 74S ; Bills of 
Exchange, 747; see also under 
Bills of Exchange-, Books in, 
737; Current Account Ledgers, 
740, 742-3; Day Books, 740; 
Deposits, 744; Deposits Diary, 
746; Dockets, 736; General 
Cash Book, 74°, 74i ; General 
Ledger, 73S ; Goldsmith’s Book, 
744, 745 ; Tien, 751; Loans 
Ledger , 750 ; Loans to Customers , 
7SI : Pass Books, 735, 737: 

Paying Cashier's Counter Cash 
Book, 746; Received (Counter) 
Cash Book, 744 1 Securities, 751 ; 
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Sccuiities Received ReRister, 7 SOi 
Short Bills, 747, 749 ; Slips, 73s ; 
“ Walks” clerks, 744 
Bank Charter Act, 1844, 791, 792, 
793 

Banker, defined, 795. See also under 
Banks 

Banker’s Draft, 797 
Banker’s Lien, 751 
Banking, Butish, Growth of, 792-3. 
See also under Bank Book- 
keeping, Bank of England, Banks, 
etc. 

Bank Notes, 789, 791, 80s iioy: 
Bank’s Liability for, 262 «., 793 ; 
defined, 7S6; Not re-issued by 
Bank of England, 744; Scots 
and Irish Banks issue of, 792 ; 
Statute of Limitations and, 784 
Bank of England, Bank Chatter 
Act and, 791, 792; Banking 
Department of, 792, 810; Bank 
Rate, 8ia; S18 (raising of); 
Capital of, 791 ; Creation of 
Credit and, 8i6 ; Fiduciary Issue 
of, 792, 809; Foundation of, 
790; Gold and, 806, 817; 

Issue Department of, 792, 808; 
Notes of, 744, 791,805, 807, 809, 
811; Reserve, 811; Return, S08; 
The Rest, 810 

Bank of England Act, 1833, 791, 792 
Bank of England Book, 744, 745 
Bank of Ireland, foundation of, 790 
Bank of Scotland, foundation of, 
791 

Bank Rate, 812; (raising of), 8iS 
Bankruptcy Acts, 1914 and 1926, 680, 
689 

Bankruptcy, Acts of, 681 ; Adjudica- 
tion Order, 685 ; After-acquired 
Property, 687; Allowance in 
kind in, 685 ; Banlcruptcy Estates 
Account, 7071 Committee of 
Inspection and, 685, 687; Con- 
victs and, 681 ; Creditors and, 683, 
689; Debts (provable), 688; (not 
provable), 688; (deferred), 688; 
Deeds of Arrangement, 71 1; 
see also under Deeds of Arrange- 
ment-, Deferred Debts, 688; 
Discharge from, 6go; Dividends 
in, 702; Execution Creditors in, 
689; First Meeting of Creditors, 
685 ; Foreigners and, 68x ; Frau- 
dulent Preference, 703; Infant 
and, 680; Insolvency and, 
Difference between, 680; Land- 


lord and, 684; Lunatics and, 681; 
Married woman and, 6S1 ; Offi- 
cial Forms in, 691 ; Official 
Receiver in, 68i 682, 685; 

Partnership and, 689; Petition, 
6S1 ; Prefeiential Creditors, 683; 
Pioof of Debts in, 687; Property 
(taking possession of), 686 ; 
(divisible), 687; (after-acquired), 
fiSy; Public Plxamination, 685, 
Receiving Order, 681, 682; Re- 
lca.se of Bankrupt, 703 ; Rent m, 
6S4; Secured Creditors in, 689; 
Small, 685; Special Manager, 
6S5; Statement of Affairs in, 75, 
682, 691, 692-3; Trustee in, 
685, 686, 703. See also under 
Trustee in Bankruptcy, Undis- 
charged Bankrupt, 691 ; Voting 
Letter and, 685 ; Who may be 
made Bankrupt, 6S0 

Bankruptcy Estates Account, 707 

Bankruptcy Rules, 1915-1926, 680, 
681 n. 

BANits, Acceptance Letters of Credit 
of, kinds of, 798; as Agents, 796, 
799; as Bailees, 751, 800-1; as 
Executors and Trustees, 800; 
Circular Notes of, 797; Creation 
of Credit by, 8t6; Discounting 
Bills by, 746, 749, 796, 814, 815 ; 
Documentary Bills and, 799; 
Drafts of, 796 ; Employment of 
Assets by, S12; Foreign Cur- 
rencies, buying and selling of, 
800; Foundation of Joint Stock, 
79°, 793: Functions of, 79s: 
CJoldsraiths as original Bankers, 
789, Holders for Value of Bill, 
747, 782; Letters of Credit, 797, 
798 ; Letter of Hypothecation 
of, 799; Mail Transfer, 797; 
Names of chief, 794; Private, 
793; Rebate on Bills not due, 
815; Reserve Liability of, 60, 
813; Settlement of International 
Debts and, 802, 830; Statement 
of Accounts of, 813; Telegraphic 
Transfers, 797; Travellers’ 
Cheques, 79S; Travellers’ (Cir- 
cular) Letters of Credit, 797, 
798; Trust Receipts, 799; 
Valuables for Sale Custody de- 
posited with, 751, 799 

Bardwell v. Shejfield Waterworks Co., 

Baking Crisis, 792 

Barter, 828 
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BeakI'.r SI'-cuiutiis, Coupons and, 
751 ; Dividends on, 372 
Bennett's Case [1854], 330 
Bill Diaky, 747 
Bill Dihcounted RticisTiin, 748 
Bill LEDcimi, Specimen of, 748 
Bill or Exchange, 735; Accepiance 
and payment foi lionour of, 769 ; 
Acceptance of, 7(12-3 ; Acceptor 
of, 770; Accommodation Parties 
to, 776; Agent, liability of, on, 
774; Alteration of, 77s; Allonge 
on, 773; Amount lecoverablc 
on, 770; Bills in a Set, 776; 
Days of Grace on, 766; Dis- 
charge of, 77s; Discounting a, 
7*17, 756, 796. 799. 814: Dis- 
honour of, 7C7, 769; Docu- 
mentary, 799; Drawee and 
Drawer of, 757, 758, 771; 

Examples of, 759; Exchange as 
per Indorsement, 761; Foreign, 
761, 768; Forged Signature to, 
771, 773; General Acceptance of, 
763; Holder for Value of, 747, 
782; Holder of, 772; Holder in 
due course of, 771, 772 ; Indorse- 
ment in blank of, 773; Indorse- 
ments, 773, 774; Inland, 736, 
7S9, 7hi; Legal delinition of, 
756; Liability of parties to, 770; 
Negotiation of, 773; Negotiable 
Insliuments, 75s; Noting of, 
768 ; Payment foi Honour supra 
protest, of, 770; Presentment for 
Payment ol, 7O5; Parties to, 75S; 
Payee of, 758; Principal and 
Agent; 774; Protesting of, 768; 
Qualiiied Acceptance of, 763; 
Referee in Case of Need, 769; 
Rules for Presentment of, 7(14; 
San Kecours, 77s ; Secunda Via, 
776; .Stamp Duty on, 761; 
Signature by Procuration on, 
774; Uses of, 756; Valuable 
Consideration defmed, 77a 
Bills for Collection, 747 
Bills in a Set, 776 
Bills of Exchange (Crossed Cheques) 
^ci, 1906, 755, 782 

Bills of Exchange [Time of Noting) 
Act, 1917, 735, 7^9 
Bin Cards, 629 
Blair V. Biomlcy [1S47], 121 
Bloomenthal's Case [1897J, 336 
Bonus SiiAWis, 302, 372 
Boschoeck Proprietary Co. v. Fuke 
[iga'h], 280 


Bought Ledger, 9 
BovilVs Act, 1865,218 
Branch Accounts, 570; Bi.inch as 
Agency, 573 ; Branch as Inde- 
pendent Trailer, 573 ; Central 
District Depots, 573; Closing 
Stock in, method of treating, 
5S4 ; Double Column , 584 ; 

Duplicate Branch l.cdger, 587; 
Gcncial Principles of, 570; Ilearl 
Office makes all Piiichases, 574, 
579; Inter-, 586; Kinds of 
Branches, 572; hlelhods of 
Invoicing Gond.s, 573, 580-3; 
Multiple Shop Concerns. See 
under that title; “One Account” 
.System, 584; Requiieinents foi 
Efficiency, 572; Rules for Re- 
conciling, 587; Stock at Loaded 
prices, 580; Suspense Account, 
586. See also under Foi sign 
Branch Accounts 

British Linen Company’s B.tNic, 
foundation of, 791 

Brokerage (Companies), 2S2 ; Con- 
fusion between, and Under- 
writing Comratssion, 282 
Brokers ( 1 'ouhign Kxch.wge), 800 
Buchan’s Case [1879], 330 
Buckley, Jf,, on purpose of Balance 
Sheet, 61 

Building Societh's’ Accounts, pre- 
sentation of, 505 
Buildings, valuation of, S3 
Business, Conversion ol, into Com- 
pany, 439, 4 S3, 490; Losses of, 
prior to incorporation as Com- 
pany, 492; Profits ol, pnoi to 
incorpoiation as Company, 490; 
Purchase of, 439 

Bv-pROuucre (Cost Account-s) , 647 

Call Book, specimen of, 356 
Call Letter, 293 

Cali.s, Balance Sheet and, 358; in 
advance and in. lurcar, 395 ; 
interest on, 33s, 3571 Making, 
294; Stock Exchange Quotation 
and, 335; Table A, and, 287, 
355, 357; when due, 335; when 
payable, 2S7; when statute- 
barred, 293 

Capital, Authori,>ied (Nominal or 
Registered), 297; Called up, 
29S; Ciiculiiting, 360; Fixed, 
3(10; Increase of, 418 ; Issue of, 
example of, 312; Issued, 297; 
Issue of balance of, 28O; of a 
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Company, ^y7, 312; Interest 
paid out of, 41C); Loan, agS; 
Pnid-up, 3gS ; Reduction of, 270, 
420, 454 ; Reserve Liability on, 
2gS; Return of, 430; Share, 
370; Subsciibed, 297; Tieat- 
menl of, in Balance Sheet, 54; 
Working, 3i)S 

Capital ExpiiNditurk, tliifeience be- 
tween, and Revenue Expendiutte, 

39 

Capital Redemption Lund, 54, 60; 

Balance Sheet and, 96 
Capital Redemption Policy, 395, 
400 

Capital Reserve, 60 
Capital Reserve Account, 490 
Carriage, treatment oi, 33, 32; 
Inwards, 26, 32; Outwards, 
36, 33 

Cash Discount, ti-eatmeut of, 2b, 34 
Cheque, 776; Additions (Nou- 
Statutory) to crossing of, 778; 
Alterations on, 7S3; Collection 
of, 781; Conversion of, 782; 
Crossed, 777; (payment oQ, 781 ; 
Crossing of, 778; defined, 776; 
Dishonour of, 777; Forged, 
780; Forged Indorsement of, 
781; General Crossing of, 778; 
Indorsement of, 779, 781 ; 

Marked, 783; Not Negotiable, 
777, 778, 779; "Not Sufli- 
cient," 777; Non-Transferable, 
7S2 ; Parties to, 777 ; Post-dated, 
784; “ Refer to Drawer,” 777; 
Special Indorsement of, 777; 
Stale, 783 ; Statute of Limitations 
and, 784; Travellers', 798; Un- 
crossed, 778 
Circular Notes, 

City Equitable Fire Insurance Co., 
Ltd.jzSs 

Civil Procedure Act, 1883, 361 
Clearing House System, 793 
Coinage Act, 1870, S06 
Coins (Standard), 821-2 
Collateral Security, Debentures 
as, treatment of, 95 
Commission, treatment of, 35 
Common Law, defined, 755 n. 
Companies Clauses Consolidation Act, 
184s, S 39 

Company. See under Joint Stock 
Company 

Company Limited by^ Guarantee, 
'2 '6 i ; must have Articles, 271 
Consignment Accounts, 347 


Consignment, Books relating to, 247; 
Goods on, 22, 246; Interest on 
Disbursements, 349 n. ; Inwards, 
247, 248; Outwards, 247, 248 
CoNSifjNEE, 247 
Consignor, 247 

Contingent Liaijilittfs, treatment 
of, 57, 9f>. 99, 403 
Control Account.-;, 10 
Conversion, defined, 7S2 
Cook V. Barry, Henry, & Cook, Ltd. 
[1923J.387 

Copyrights, valuation of, 90 
Cost Accounts, 637; Advantages 
of, 638; Bonus or Premium 
Systems of, 643 ; By-products 
and, 647; Cost Ledger, 646; 
defined, 638; Elements of Cost 
in, 641 ; Entries in Books of, 
645 ; Labour in, 642 ; Labour 
Abstract in, 643 ; Ledger in, 646; 
Materials and, 644; On cost, 
641 , 642, 643, 644, 64s ; Principles 
of, 638; Process Costing, 650; 
Profit and Loss Account and, 35 ; 
Systems of, 639-41 ; Terms 
defined, 641; Total Accounts, 
64s, 646 

County Bankers’ Act, 1926, 791 
Coupon List, Specimen of, 396 
Coupons, 307, 372. 393 
Cox V. Hickman [i860], 113 
Credit, Creation of, 816; Effect of 
Increased, 817 

Cruikshank v. Sutherland [1922], 116, 
20S 

Cum Div., 369 

Currency Note Redemption Ac- 
count, Bog 
Currency Notes, 806 
Currency and Bank Notes Act, 1928, 
806, 80S, 809 

Currency, Repoit of Committee on, 
816 

Custodian Trustee, 800 
Customer, what is a, 793 

Days of Grace, 766 
Debentures, 305; as Collateral Se- 
curity, treatment of, 95, 403; 
Balance Sheet and, 95, 403; 
Bearer, 306; Bonds, 307, 393; 
Conditions of Issue of, 308 ; Cou- 
pons, 307, 393; defined, 306; 
Expenses of Issuing, 392; Plrst 
Mortgage, 306; Form of, 307, 
308; Holders, Receiver for, 310, 
311; Interest on, 34, 307, 393; 
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(uncluitned), 395; IfreJiHTU.ible, 
306; Issue of, 366, 307, 308, 
351, 3K6, 387, 393; Kinds of, 
306; Nature of Churite, 30(1; 
Notes, diiforerice between, and, 
312; Purchase of, in open 
market, 391 j Redemption of, 
Jti. 39S. 399: Registered, sod; 
Registration of, 310; Re-issue of, 
311, 402; Rights of llolrlers 
of, 311; Second Mortgage, 306; 
Talon on, 307; 'PranskTs of, 
336; Trust Deed, 307 ; Warrant, 
397 

Debentube Holdfus’ Registeb, 32S, 
329 

Debentube Intebest Book, specimen 
of, 396 

Debentube Intebist Wabbant, speci- 
men of, 397 

Deed of Assignment, 71 i 
Deed of Composition, 71 i 
Deeds of Arrangement Act , 1914, 71 1 
Deeds of Arbangement, 680, 71.1; 
Trustee in, 711 

Defekred Revenue Expenditube, 
trestment of, 37, 94 
Del Credebe Commission, 246 
Departmental Accounts, 19, 563; 
Allocation of Expenses iti, 566; 
Combined Accounts, form of, 
568; Gross Profit and, 563; 
Inter-Departmental T ransact ions 
and, 567; Other 'Prading Ac- 
count Debits and, 565 ; Profit 
and Loss Account and, 563, 567; 
Purchases Book, 562 ; Sales and, 
564; Stock and, 365 
Depreciation, Assessment of, me- 
thods of, 43: Charge against 
profits, 51; defined, 41; Dis- 
tribution of, 43 ; Double Account 
Sj'stem and, 39; Fixed Assets 
and, 42 ; Fluctuation in value 
and, 42; Legal and Commercial 
Views on, 49; Provision for, 
essential, 42; Reserve Account 
for. 59. Treatment of, 41; Trial 
Balance and, 14 

Development Expenditure, treat- 
ment of, 93 

Dickson V. National Bank of Scotland 
[1917], 129 

Dilapidations, provisions lor, 84 
Diminishing Balance Method of 
Apportioning Depruciation, 44 
Directobs, 278; Calls and, 333; 
Dividettds and, 63, 359: Duties 
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of, 278; Fees, 29, 30; (free of 
tax), 280; Report of, 360, 496, 
501 ; Re-valuation of Assets and, 
84; Share Certificates and, 295 

Disclaimer, Trustee’s Power of, 332, 
687, 702 

Discount, Cash, 2C, 34; Reserw 
for, 35, 59; Trade, 25, 26, 34 

DisrouNTiNG A Bill, 746, 749, 756, 
79 (). 799, 814, 8is 

Dishonour of Bill, 767 ; (mnoiiut 
recoverable on), 770; hleasure 
of damages on, 770; of Cheque, 
777 

Distringas, 383 

Dividlnd Equalisation Fund, treat- 
ment of, 56 

Dividend RitsnuvE Account, 372 

Dividends, 339; Balance Sheet and, 
339; Bankruptcy and, 702 ; Bonus 
Shares as, 372; Book Entries, 
36a; Book or Sheets, 368, 370; 
Calls innrrei)rand,359; Coupons, 
372; Ctim Div., 369; defined, 
358; Ex Div,, 369; “Free of 
Tax,” 363, 366 n . , 367 ; (form for), 
371; Goodwill and, 87; Income 
Tax on, 367; Interim, 362; 
Losses and, 61 ; Not a deDt until 
duly declared, 361; Payment of, 
direct to Bankers, 369; Payment 
of, out of Profits, 339; Prefer- 
ence, arrears of, 361; Piofits on 
Sale of Investments, treatment 
of, 38; Reserve Account, 372; 
Scrip, 367; Shill eholdcrs’ Sanc- 
tion necessary for declai'ing, 501 ; 
Spieciality Debts, 360; Speci- 
mens of, 371 ; 'Fable A and, 300, 
3S^; 3fi- (interim); Treatment of 
Paid, 36; Unclaimed, 361, 364; 
Warrants, 368 ; 372 (Stale or 
Lost) 

Documentarv Bili^, 799 

Double Account System, 53S; 
Apparent object of, 339; con- 
trasted with Single Account, 538; 
Fallacies connected with, 539; 
General Balance Sheet , 344 ; 
Origin and application of, 539; 
Receipts and Expenditure on 
Capital Account, 541 ; Revenue 
Receipts and Expenditure of the 
Whole Undertaking, 541; typical 
example of, 540 

D0UBT.E Entry, conversion of Single 
Entry into, 2. 3 

Dovay v, Cory [1901], 359 
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Electric Lighting Accounts, Cost- 
ing and, 640; Local Authorities’ 
power to purchase, S4S; Pre- 
sentation of, 505; Reserves of, 
540, S44; Specimen of, 554-91 
Total Debits and Credits carried 
foiward in, 538 ti., 545 
Electric Lighting Acts, iSSa-igog, 539, 
S4S 

Elliot V. Elliot [igii], 215 
Endowment Policy Account, speci- 
men of, 48, so 

England v. Curling [1844], n6 
Entrance Fees, treatment of, 3S 
Exchange as per Indorsement, 761, 
804 

Ex div., 369 

Executor, Liability for Shares, 330 
Extraordinary Resolutions, 338 

Factors’ Stock Book, 24 
Federal Reserve Board, 828 
Fiduciary Issue, 792, 809 
Finance Act, 1922, 61 
Finance Acts, 1926 to 1934, 839 et sqq. 
Financial Expenses, treatment of, 37 
Firm Name, 114 

Firm not a Separate Entity in 
England, IIS, 263 
Fixed Assefs, Adjustments for waste 
or depreciation of, 41, 51; 

defined, 82; Fluctuation in value 
of, 42 ; Valuation of, 83 
Fixed Par, 824 

Floating Assets, defined, 82; De- 
preciation of, 50 ; Fluctuation 
in value of, 42 

Fluctuating Exchanges, 611-619 
Fluctuation in Value of Fixed 
Assers, 42 

Foreign Branch Accounts, 609; 
Book-keeping Methods, 609, 6n ; 
Branch Book-keeping in, 612; 
Branch Ledger at Flead Office, 
614, 616; Capital Expenditure 
and, 620; Conversion of Branch 
Account, 612; Fluctuating Ex- 
change, 6ii-6ig; Foreign Cur- 
rency, transactions in, 619; Local 
Stores’ Account in Sterling, 621; 
Profit and Loss on Exchange, 
treatment of, 61 0-616; Re- 
mittances Account in, 61 1 ; Rules 
for Conversion in, 612, 621; 
Stable Exchange 6io. See also 
Branch Accounts 

Foreign Currencies, Arbitrage in, 
effect of, 831 ; buying and selling 


of, 801 ; Investment demand for, 
effect of, 830; speculation in, 
effect of, 831; transactions in, 
619, 80a, 801, 802 

Foreign Exchange, 800, 820; Ar- 
bitrage, 831; Books recom- 
mended, 820; Brokers, 800; 
Current Rate of, 824, 829, 830; 
Fluctuations in, 830; Forward, 
801, 802; Gold Exchange Stan- 
dard, 806, 825, 832; Gold 
(Specie) Points, 822; How it 
arises, S20; Mint Par of Ex- 
change, 82 1, 824; Price Level of 
Commodities, 826; Quotations 
in, 834, 835 ; Quantity Theory of 
Money, 828; Report of Com- 
mittee on, 816; Settlement of 
International Debts and, 802; 
Spot, 801; Table of, S34; 
Value Date, 8oi ; Value of 
Money, 826 

Forfeited Shares and Balance 
Sheet, 94. See also under Shares 
Forward Invoices, treatment of, 22 
Freehold Land and Buildings, 
valuation of, 83 

Friendly Societies’ Accounts, pre- 
sentation of, 505 
Furniture, valuation of, 90 

Gambling Act [1774], 721 
Garner v. Murray [1904], 210; Pro- 
cedure following, 21 1 
Gas Companies’ Accounts, Borrow- 
ing powers, 545 ; Costing and, 
640; Cns Regulation Act [1920], 
545; Gas Works Clauses Acts 
[1847 and 1871], 539, S44i 
545 ; Local Authorities and, 
544; Presentation of, 505; Re- 
serves of, 54° > 544 > 545; Speci- 
men of, 549, 553 ; Surplus Funds, 
Investment of, 54S n. 

Gas Wor/is Clauses Act [1847], 545 
Gas Worh Clauses Act [1871], 539, 
^ 544 

Gas Works Regulation Act [1920], 545 
General Auction Estate Co. v. Smith 
[1891]. 305 

General Balance Sheet (Double 
Account System) 544 
Genoa Conference, 825 
Gold, as Internal Currency, 805, 806, 
818; as Standard of Value, 821, 
832; Rate for Buying and Sell- 
ing of, 806, 818, 822; Specie 
Points, 822; Standard Qoins of 
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Various Countriea, 821; Trans- 
fers of, 823, 831 ; “ Tying ” the 
ciurency to, 832 

Gold Bullion Standard, 806, 825 
Gold Exchange Standard, 80O, 825 
Goldfarh v, Bartlett [1920], 129 
Goldsmiths’ Book, 744, 745 
Gold Specie Standard, 806 
Gold Standard, Hoh-, Advantages 
of, 832; Creation of Ciedit and, 
817; Practiail Effect of, 821 
Gold Standard Wef [19-5], 806 
Goods in Transit, treatment of, 25 
Goods on Approval, 19,22 
Goods on Consignment, 22 
Goodwill, Balance Sheet and, S3; 
defined, 85 ; Partnership and, 

130. 157 . 159. 163. i6s. 1^)8; 

Price of Shares and, 351; Pio- 
vision for reduction of, 86 ; Pur- 
chase of Business and, 439, 483, 
490; Purchase Value of, 85; 
Writing down of, and Articles, 
86 

Gresham’s Law, 807 
Gross Profit, Ascertainment of, 13; 
Departmental Accounts and, 565 ; 
Increases in, l8; Limited Com- 
panies and, 501 ; Trading or 
Manufacturing Accounts and, 14, 

25 

Ground Rent, treatment of, 32 

Hatinan v. jlolmsoii [1853], 121 
Hawhdey v, Outram [1892], 113 
Henry Jameson Deceased, lie, Attorney- 
General V. Jameson and others 
[1905], 494 

Hire Purchase Accounts, 658; 
Analysis of Purchase Price, 639; 
Payment by Instalment Method, 
659; Purchases for Deferred 
Payments by Instalments, 670; 
Sales for Deferred Payments by 
Instalments, 669; Treatment of, 
f)S9 

Hoarc & Co., Re [1904], 351 
Holder for Value, Banker as, 747, 
782 

Holder in Due Course, 772 
Holding Companies, 464, 570; 

Balance Sheet and, 465 ; Basis 
of Valuation, 466 
Holt V. Markham [1923], 737 

Income Accrued, treatment of, 37 
Income and Expenditure Account, 
68) Compulsory, 25; Dillorence 
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between, and Receipts and Pay- 
ments Account, 69; General 
Meeting and, 08 
Income Tax, 839; Administration 
of, 840; Allowances, S48, 863; 
“ Average ” Method of Assess- 
ment, 850 jl; Basis of Taxa- 
tion, S41 ; Biitish, exemptions 
from, 869 n. ; Changes of Owner- 
ship and, 858; Cluldren, allow- 
ances for, 864; Collection of, at 
source, 841 , 842 ; Deductions 
allowable, 848, S63; Deductions 
not allowable, 849; District 
Commissioners, 840; Discon- 
tinuance of Business and, 857; 
Dividends and, 365; Double 
Taxation Relief, S73; Due dales 
for payment of, 874: Earned 
Income Allowance, 863, 873; 
Earned Income defined, 867; 
Five Schedules, 842; Gcnei'al 
Comniissioneis, 840; Inspector 
of Taxes, 841; Irish Free State 
and, 839, 860, S77; Life Assur- 
ance and, 866, 872; Losses in 
Business and, 855; Manager’s 
Commission and, 36; Manual 
weekly wage-earners and, 847, 
848 ; Marginal Relief, 863 ; Mar- 
ried Women and, 863, 873; 
National Defence Contribution, 
877 ; Non-Biitish subjects and 
non-residents, liability of, S77; 
Old Age Relief, S63, 870 ; Partner- 
ships and, 861, 867; Personal 
Allowances and, 863, S72, 875; 
Property 'Pax, 843; Persons 
resident abroad anti , 867 ; Rates 
of, S65; Renewals and, 852; 
Repairs Allowance, S42 ; Rtda- 
tive defined, S64 n. ; Sch. A, 842 ; 
Sch. B, S44; Sch. C, S45; 
Sch. D, 84s, 84S; 830 (Basis of 
Assessment) ; 830 (Cases I and 
II); 839 (Ca,scs HI. IV, V); 
Sch. E, 847; Special Commis- 
sioners, 840; “ Standard Rate ” 
of, 840; Super-tax, 874; Sur- 
Tax, 840, 866; Three Years’ 
Average Method of Assessment, 
830 Wear and Tear and, S30, 
SS3-S 

Increase of Capital (Company), 418 
Index Numhers, 828 
Infant as Partner, iiS 
Insolvency. See Bankruptcy and 
Deeds of Arrangement 
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Insurable Interest, 721 

Insurance, distinguished from As- 
surance, 719; Kinds of, 720; 
Non-Tarilf Offices, 720; TarilF 
Offices, 720 

Insurance Policy Method op Dis- 
tributing Depreciation, ^8 

Insurance Premiums, treatment of, 35 

Interest, accrued, treatment of, yr ; 
on Capital (Partnership), 34, 14.';; 
on Drawings (Partneiship), 34, 
146; on Loans and Debentures, 
treatment of, 34; paid out of 
Capital, 26, 416 ; Received, treat- 
ment of, 34; Trade, treatment of, 
34 

International Debts, Settlement of, 
802; how they arise, 830; 
Supply and Demand, 830; ways 
of paying, 803 

Investments, Ledger for, go; Profit 
on Sale of, treatment of, 38; 
Reserve Fund and, 91 ; Valua- 
tion of, 91 

Invoices (Forward), 22 

I O U, 786 

Issuing House (Companies), 281 


Johnson v. Lyttle's Iron Agency [1S77], 

378 

Joint Stock Companies, 260; Ab- 
sorption of, 47 1, 476; Accounts 
of, when presented, 505; Acts 
of Parliament and, 261 n.; 
Agenda Book of, 317; Allot- 
ments, return of, 287, 291 ; 
Amalgamation of, 464, 476 ; 

Annual Return, 316, 321 ; Annual 
Report and Accounts, 494; Ap- 
plication for Shares in. Form of, 
2 88; Articles of Association and, 
26s, 26S, 271. See also under 
that title; Auditors and, 283-5. 
See also under Auditor] Balance 
Tickets, 334; Banking, liability 
for Note Issue of, 262 n. ; Bonus 
Shares in, as Dividend, 372; 
Borrowing Powers of, 305; Bro- 
kerage and, 282 ; Call Letter, 
293 ; Business, Conversion of 
into, 439, 483, 490, 492: Calls. 
287, 294, 355. See also under 
Calk] Capital, Issue of Balance 
of, 286. See also under Capital] 
Certificate to start Business of, 
266; Change of Name of, 269; 
Colonial Branch Registers of. 
See under Dominion Branch 


Registers] Common Seal of, 280; 
Debenture Holders’ Register, 
329; Debentures, 306. See also 
under Debenture] Directors, Un- 
limited Liability of, 262. See 
also under Dhectots] Dissen- 
tient Shareholders in, 476; Divi- 
dends and, 358; 364 (Un- 

claimed). See also under Divi- 
dends] Documents to be filed by, 
317-18; Dominion Branch Regis- 
ters, 31 1, 312; Double Account 
System. See under that title; 
Firm, contrasted with, 263-4; 
Formation of, 265; Guarantee, 
limited by, 261, 271; Holding, 
464; Increase of Capital of, 418; 
Issuing House and, 2S1 ; Kinds 
of, 261; Letter of Regret of, 287, 
291 ; Limited (Ltd.), use of, 269 ; 
Losses prior to Incorporation as, 
492; Meetings, 337; 685 (Bank- 
ruptcy). See also under Meet- 
ings] Memorandum of Associa- 
tion, 268-70, 271, 272 See also 
under that title; Minute Books 
of, 316, 325; Name of, 269; 
Non-Statutory Books of, 317; 
Notes (Loans) of, 312; Objects 
of, 2yo ; Official Seal of, 281 ; 
Opening Entries of, 344; Parlia- 
mentary, 264, 417; Partnership 
contrasted with, 263-4; Poll of, 
339; Preliminary Contracts of, 
277; Preliminary Expenses of, 
36, 277, 413. See also under 
that title; Private, 267, 272. 
See also under that title; Profit 
and Loss Account, 25, 499. See 
also under that title; Profit of, 
what is it, 25, 359; Profits prior 
to Incorporation, 490; Promoter 
01,276; Prospectus of, 272. See 
also under Prospectus] Public, 
266; Public Trustee, Notice 
from and, 319; Purchase of own 
shares by, 296; Reconstruction 
of. 4S3. 476; Reduction of 
Capital of, 270, 420, 454; Regis- 
ter of Directors and Managers of, 
316, 318, 325; Registers of 
Members of, 316, 318, 319; 
Registered Offices of, 269; Regis- 
tration of, 261 ; Reserve Liability 
of, 60, 298; Resolutions, 338; 
Secretary, duties of, 285 ; Return 
of Capital of, 430; Share Cajiital 
of, 270. See also under ’Capital] 
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Share Certificutes, 205, 296; 
Shareholders’ Cash Book, 286; 
Sluire Register of, 317; 369 

(Closing of); Shares, Classes of, 
in, 299. See also under Shares; 
Share Wanants, 296; Slatement 
in lieu of Prospectus, 266, 276; 
Statutory Rooks and Documents, 
316; Statutory, 21)4; Statutory 
Declaratiivn, 206 ; Statutory Re- 
port of, 337, 409; Stock, 303. 
See also under Stocii; Stock 
Exchange Quotation, 312; Stock- 
holders’ Register, 329; Stock 
Register of, 328; Subscription 
List of, 2S6; Subsidiary, 464; 
Table A and, 271-2. See also 
under Table A; Trading or 
Manufacturing Accounts and, 
25; Transfer of Stocks and 
Shares in, 329-36; Transfer 
Register, 329; Trusts, Notice 
of, and, 319; Unclaimed Divi- 
dends and, 364; Underwriting, 
281, 282; Unlimited Liability 
of, 262; Vendor and, 277; 
Voting of, 339; Winding up and 
Share Capital of, 271 
yoini Stock Companies Act [18573,79a 
Joint Ventuhes, defmed, 253 ; RulCvS 
for Accounts in, 254; when 
special treatment is required, 253 

Karberp’s Case [1892], 273 
Kendall v. Hamilton [1879], 120 
Kingston Cotton Mill Co.,lAd. [1896], 
283 , 285 

Lagunas Nitrate Co. v. Lagusias 
Nitrate Syndicate [1899], 279 
Lagunas Nitrate Co. v. Schrovder 
[1901], 362 

Lanp and Buit.DiNns, valuation of, 83 
Law Meuciiant, The, defined, 755 n. 
Lease Account, 54 
Leaseholds, valuation of, 84 
Lease, treatment of premium on, 84 
Leases and Sinking Fund, 52, 56 
Lee V . Ncuchatel Asphalte Co., Ltd. 
[18893,49, 92 

Legal Iender, 805; token coins as, 
S07 

Lin'TER OF Credit, 797; kinds of, 
79S; Limit of time to, 798 
Letter of Hypothecation, 799 
Letter of Indication, 797 
Liawliths, Contingent, treatment of, 
57; in Balance Sheet, 94, 96, 403 


Then (Banker's), 751 
Ihfe Assurance. See Assurance 
Life Assurance Accounts. See .As 
suratice Accounts 

Ihfe Policiis, Assignment of, 722-3; 

Mortgage of, how effected, 723^ 
Ihmited, when word may he dis- 
pensed with, 269 

Limeilo CioMPANV. See yoint Stock 
Companies 

Limited Partnmisihp, 132, 218; 
Accounts of, 220; Uissolutiiin 
of, 220 ; General Partners in 
219; Loans, treatment of, 222; 
Registration of, 219; Rights of 
Limited Partners in, 219; Wind- 
ing up of, 222 

Limited rartnershib Act [19073, 112, 
.218 

Limited Partnership Rides, 218 
Lindlcy, L. J., on Mines, 92; on 
Transfers, 330 

Liquidated Damaoe-s, 756; (defined), 
770 

Loans, Balance Sheet and, 92 ; 
Interest on, treatment of, 34, 
144; Life Policy as Security for, 

723 

I.ock V. Queensland Investment and 
Land Mortgage Co. [18963, 357 
I..OCKER Cards, 629 
London and General Bank [18953, 283, 
28s , 359 

London Clearing House, 793, 794 
Long Bilus, 747 
Loose Tools, valuation of, 88 
Losses (Past) and Payment of 
Diviuend.s, 61 

Ltd. (Ld.), use of abbreviation 
apparently legal, 269; when may 
be dispensed with, 269 
Iaicos V . Fitagerald [19053, 362 

Machinpry and Plant, treatment of, 
in Balance Sheet, 88 
Machinery Repairs, treatment of, 31 
Mail ’'Transfer, 797 
M.anaging Director, 280; Com- 
mission of, treatment of, 35. 
See also under Director 
Manufacturing Accounts, 13-25; 
Carriage and, 32; divergence in 
form of, 18; Factory Manager’s 
Salary, and, 29; Machinery 
Repairs and, 31 ; Royalties and, 
32; specimens of, 15, 16, loi; 
Trade Expenses and, 33 
Alead v. Ball, Baker & Co., 285 
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Mh'Tinos (Company), 3.17; Annunl 
Geneiiil, 337; Creditois’, 453; 
Extraordinary General, 338; Poll 
at 1 330 ; Proxies at, 330; Quorum 
at, 340; Resolutions at, 338; 
Special ilusiiicsa at, 33S; Statu- 
tory, 337; Table A and, 339 
Memorandum of Association, 365; 
BorrowiiiR Powers and, 305; 
Change in objects clause of, 270; 
Construing of, and At tides, 271 ; 
in what way binding, 271 ; Ltd. 
in, 269: Provisions of, 268; 
Splitting of Shates and, 413 
Metropuhtan Coal Coiistmiers' Associa- 
tion V. Setimgeour [1S95], 282 
Mines, Quariiie.s, etc., wasting nature 
of, 91 ; Royalties, 675, 676 
Minimum (Dead, or Fixed) Rent, 
C76 

Mining Rights and Sinking Fund, 52 
Mining Royalties, 675, 676 
Mint Parities, 83a 
Mint Par of EIxciiange, 821 
Mortality Tari-es, 720 
Mortgages, Assignment of Life 
Policy by way of, 723 ; definition 
of, 336; Register of, 326 ; treat- 
ment of, 96 (in B/S) 

Moseley v Koffyjontcin Mines [1904], 

387 

MuLTiPLii: Shop Concerns, 587; 
Blanch Supplies Journal, speci- 
men of, 590 j Cash Sales, check 
on, 588; Check System of, 588; 
Depreciation of Assets, how 
charged, 591 ; Final Accounts in, 
591 ; Method of Accounting, 
S88; Stock Requisition, 588; 
Warehouse Expenses, 591 ; 
Weekly Return, 589 

National J.)eI''ence Contribution, 
877 ei sqq. 

National 1 ’elephone Co., purchase 
by Government, 47 
Negotiable Instruments, 755, 780; 
examples of, 760; Share War- 
rants as, 296 

Nell V. Longhottom [1894], 339 
Net Profit, 13; ascertainment of 
2s; defined, 25 

Net feoFiT Account. See Appro- 
priation Account 

Net Revenue Account. See Appro- 
priation Account 

Newton v. The Birmingham Small 
Arms Co., Ltd. [1906J, 61, 284 


Notes (Circular), 797 
Notes (Company), 312 
Notice in Lieu of Distringas, 385 
Noting a Bill, 76S 
“ Not Negotiable,” 777, 778, 779, 
780 

“Not Sufficient,” 777 

“ Offer for Sale,” 281 

Official Receiver, 681, 682, 68s; 

Record Book and, 706 
On Appro., 19; treatment of, 22 
ONCO.ST, 640, 641, 6g2, 643 
One Man Company, 268 
Ooiegum Gold Mining Co. v. Roper 
[1S92], 3SI 

Opening ENTRins(CoMPANY), 344- 350 
Ordinary Resolution, 338, 685 
Overriding Commission, 2fe 

'Package Stock Account, treatment 
of cost of packing materials 
purchased, 23; specimen of, 20 
Pacicage Trading Account, speci- 
men of, 21 

Packing Materials, treatment of, 22 
Parliamentary Companies, 19, 73, 

264,417.539.541 

Partnership, 112; Acts that govern, 
112; Agreement, 116, 127, 137; 
Amalgamation of two businesses, 
176; Assets of (division of, on 
dissolution), 189, 214; (valua- 
tion of), 116, 173, 191, 208; 
Assignment of share in, 124, 125 ; 
Barristers and, ns; Bankruptcy 
and, 689; Buoks of, 124, 137; 
Capital and Drawings, methods 
of recording, in, 137-1.53; 
Changes in, 124; Competing 
Business and, 123 ; Contrasted 
with Limited Company, 363; 
Deceased Partner and, 131 ; defi- 
nition of, 1 12; Determination of, 
i2s; Dissolution of, 126, 128, 
129, 130, 179, 184, 189, 201, 214; 
Drawings in a, I37,_ 147; Dis- 
putes in a, 124; Elliot v. Elliot, 
215-217; Enforcing Judgment 
against a, 120; Expiration of a, 
I 2 s; Firm Name, 114; Garnery. 
Murray, 210, 211; Goodwill 
and, 117, 130, IS7, 163, 165, 168; 
tiolding out, 121; Incoming 
Partner, liability of, lar; Infant 
in, I IS ; Insolvency of Partner in 
winding up of, 210; Joint Owner- 
ship of Property and, 113 ; Joint 
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Venture its, 353 ; Jucii'raent Debt 
against a I’arlncr and, 136; 
Liability of Members of, i30, 
I3i; Limited, 13a, aiS. See 
also umler Limited Parlneriliips-, 
Loans by Partneis and, 144; 
must be legal , 1 1 s ; New Pat tner, 
introduction f)f, into, 124; New 
Partner and Re-valu!ition of 
Assets in, 173; Number (Legal) 
of Paitneis m, 115; Ovitgoing 
Partner, liabdity of, lai; Part- 
ners in, 124; Propetty and, 123, 
126; Premium for Admission 
into, 130 ; Relationship of Patt- 
ners in, 123; (to outsidets), ti8; 
Registration of liusiness Names 
in, 115; Remuneration of Part- 
ners in, 134; Rescission of Agi ce- 
ment, 127; Rights and Duties, 
inter se, in, 123 ; Sleeping (Quasi) 
Partner and, 144, 222 ; Solicitors 
and, 1 15; Survivorship Assur- 
ance Policies and, 171 ; Statutoiy 
Trusts and, 123 ; Trust Property, 
liability for misuse of, 121, 129; 
What creates a, ; Vdiat is not 
3,113,114; Ubenmmes fidvi and , 
124; Winding up of a, 129, 130. 
See also under Partnership .dr- 
enuiits 

Partnership Accounts, 137; Amal- 
gamation, Guarantees on, i()8; 
Amalgamation of two businesses 
and, 176; Annuities and, 179; 
Assets, re-valuation of, in, 173, 
191; Balance Sheet, specimens 
of, 149, 152, 174, 17s; Books 
in, 137; Cessation of Busines.s 
and Sale of Assets, 181; Capital 
and Current, 137; Capital Ac- 
count, specimen of, 140-3; Cur- 
rent Accouutjspecimen of, 140-3 ; 
Drawings, methods of record- 
ing in, 139, 147; Distribution of 
Assets in specie and, igi; Dis- 
solution and, 179, 184, 189, 201, 
214; Dissolution by death and, 
201 ; Dissolution, periodiad pay- 
ments during, and, 214; Good- 
will and, 117, XS7, 163, 165, 168; 
Income Tax and, 861, 868, 873; 
Interest in Lieu of Profits and, 
201 ; Interest on Capital and 
Drawings and, 34, 145; Late 
Partner and, 170; I^oana (Part- 
ners’) in, 144, 170; Losses in, 
150, 1501; New Partner, admis- 
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sion of, 158, 159, 173; Premium 
for Admission of New Partner in, 
159; Profit and Loss Account, 
errors in drawing up, 100, 150; 
Realisation Account, 187, 193; 
Realisation, Loss on, 208, 210; 
Salaries in, 147 ; Share of Profits 
borne by other Partners in, 134; 
Survivorship Assurance Policies 
and, 171; Sleeping Partner and, 
144,222; Two Businesses, amal- 
gamation of, and, 176 
Partnenhip Act [1890], 112, 131 
Pass Book, effect of entries in, 737 
Patent File Co., Re [1S71], 305 
Patents, valuation of, 90 
Payment dy Instalments. See Hire 
Purchase Accounts 
Pensions Fund, treatment of, 56 
Plant Ledger, specimen of, 89 
Policy (Assurance). See under As- 
surance 

Preliminary Expenses, Brokerage 
and, 283; Items of, 277; treat- 
ment of, 36, 413; Vendor and, 
277 n. 

Price Level of Commodities, 826- 
828 

Prime Cost, 13 

Private Company, 267; Advantages 
and Exemptions of, 268 ; Balance 
Sheet of, right to receive, 268; 
Ceasing to be a, 267; Joint 
Holders of Shares in, 207; must 
have Articles, 271, 272; Table A 
aiul, 272 ; Valuation of Shares in, 
■193 

Proiiate, market price of shares and, 
494 

Pkoi-tt and Lo.ss Account, 499; 
Advertising Expenses and, 35; 
Adjustments before closing of, 
27; Aim of, 25; Apprentices’ 
Premiums and, 27, 38; Appro- 
priation Section of, 61, 301; 
Capital and Revenue and, 39; 
Catriage Outwards and, 26; 
Comparative, 304; Commission 
and, 35; Compulsory, 23, 495; 
Casting and, 26; definition of, 
23 ; Deferred Revenue Expendi- 
. ture and, 37; Departmental, 
565; Depreciation and, 41; 
Directors’ Fees and, a6, 29; 
Discount and, 34; Dividends 
and, 36, 363 ; Entrance Fees and 
Subscriptions and, 38 ; Errors in 
drawing up, 100; Examination 
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etrois in preparing, 37, 62; 
Financial Expenses and, 37; 
Ground Rent and, 32 ; Grouping 
of Items in, 26; Income Accrued 
and, 37; Insurance and, 35; 
Interest on Loans and Deben- 
tures and, 33; Joint Stock Com- 
pany and, 35, 409; Modern 
Methods of Preaentmcnt of, 25; 
Object of, 62; Partnership, 130, 
154; Premium on Issue of 
Shares and, 38 ; Profit on Sale of 
Investments and, 38; Rent, 
Rales, and Taxes and, 32; Rent 
received and, 32; Repaiis and 
Renevi'als and , 30 , 3 1 (machinery) ; 
Reserves and, 55; Salaries and, 
39; Secietive nature of usual, 
499; Share Capital and, 36; 
Snking Funds and, 51 > Sta- 
tionery, etc., in Hand and, 33; 
Trade Expenses and, 33; Trade 
Interest and, 34; Transfer Fees 
and, 38; treatment of wages in, 
28; Typical, 500; Wages and, 
28 

Profit (of Company), what is, 25, 
359; Carried to Reserve, 360 
Pro-Forma Invoice, 246 
Promissory Notes, 784; Joint and 
Several, 785; Stamping of, 7S6 
Promoter (Company), 276, 377; 

Preliminary Expenses and, 413 
Property Tax, 843 
Prospectus (Company), 36, 263, 272, 
276; Misrepresentation in, 373; 
“ Offer for Sale ” and, 281 ; 
Registration of, prior to Incor- 
poration, 26311.; Statement in 
lieu of, 266, 267, 276; Statutory 
Requirements, 273 
Protesting a Bill, 768 
Proxies, 338, 339 

Public Company, 266. See also 
under Joint Stock Companies 
Purchase of Own Shares by Com- 
pany, 296 

Purchasing Power Parity, 828 

Quantity Theory of Money, 828- 
830 

Quarries, wasting nature of, 91 
Quick Assets. See Floating Assets 
Quorum, 340 

Railway Accounts, Appropriation 
of Net Income in, 342 ; Double 
Account System and, 540; 


General Balance Sheet in, 344; 
Presentation of, 503; Receipts 
and Expenditure on Capital Ac- 
count, 541 ; Reseives for Depre- 
ciation, etc., 339, 340, 344; 

Revenue Receipts and Expendi- 
ture of the whole Undertaking, 
. S4I 

Railway (Accounts and Returns) Act 
[i9ii]>S39 

Rates, treatment of, 32 
Rayner IS Co. v. Rhodes [1926], 320 
“ Refer to Drawer,” 777 
Re-assurance, 721 
Rebate on Bills not Due, 813 
Receipts and Expenditure on Capi- 
tal Account (Double-Account 
System), 538, 339. 54° 

Receipts and Payments Account, 
67; Difference between, and 
Income and Expenditure Ac- 
count, 69 

Receiving Order, 681, 682, 683, 684, 
683, 687, 688, 689, 690, 691, 707, 

711 

Reconstruction (Company), 433, 
476,478 

Redeemable Prfeerence Shares, 34, 
S 5 i 94. 301 ; Capital Redemption 
Fund, 34, 60, 301 ; Redemption 
of, 38s 

Reduction of Capital (Company), 
420,454 

Re-exchange, 770 

Registration of Business Names Act 
[1916], n2, IIS 

Regulation of Railways Act [1868], 339 
Renewals and Repairs, Reserves for, 
58; treatment of, 30 
Rent, Rates and Taxes, treatment 
of, 32 

Repairs and Renewai.s Fund Re- 
serves, 38 

Repairs Equalisation Account, 30, 

31 

Report of Committee on Currency 
AND Foreign Exchange, 816 
Republic of Bolivia Exploration Syn- 
dicate, Ltd., 283 

Reserve Liability, meaning of, 60, 
813 

Reserves, Bad Debts, 38; Balance 
Sheet and, 96; Capital, 60; 
defined, 33 ; Discount, 33 ; Divi- 
dend Equalisation Fund, 60; 
Kinds of, 33 ; Investment of, 38 ; 
Investments as Reserve Fund, 
treatment of, 91 ; Legal Position 
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in regard to, 57 ; Ijoctil Authori- 
ties iind, 57; Repairs and Re- 
newals Fund, 58; Secret, 60; 
Sur-Tax and, 6:; treatment of, 
in accounts, 56 
Resoi.utions (Co'mpanv), 338 
Rest (Bank of Engi.and), 96, Sio 
Returns, treatment of, 32 
Rb- VALUATION OF ^Vssi.rs, 84 (Com- 
panies)’, 173, lyt (I’nrtnersllips) 
Revenub Accounts, 73, 545 
Revenue Expend uurf., Defeued, 
treatment of, 37; defined, 28; 
differentiated from Capital Ex- 
penditure, 38, 39 j in Suspense, 
41 

Royalties, Coal-mining, 675, 676; 
defined, 674; Development Ex- 
penditure, 675 ; Minimum (Dead 
or Fixed) Rent, 676, 677 ; Short- 
workings (Shorts), 676! Surface 
Compensation, 676; treatment 
of, 33; Wayleaves, 676 
Russell, y., on Goodwill, 87 

Salaries, treatment of, 29 
Sale or Return, 19 
Sales Book, i 
Sales Ledger, 9 

Sales on Appro. Journal, specimen 
of, 30 

San Recours, 775 
Scrip Dividends, 367 
Secret Reserves, 60, Sisj Auditors 
and, 61 ; Writing down of Good- 
will as, 87; Ways of creating, fio 
Secretary (Company), duties of, 385 
Secundia Via, 776 
Securities Received Register, 751 
SELF7UALANCING Ledgers, 8-13 ; Ad- 
justment Accounts in, 8 1 defined, 
8j Transfer Journal in, 9 
Settlement of International 

Debts, 802; Ways of, S03, 804 
Severn and Wye Railway Co., In Re 
[1896], 361,362 
Share Certificate Book, 395 
Share Certificates, 39s; specimen 
of, 396 

Share Register, 318-331; 417 

(balancing of) 

Share Warrants, 396 
Shares, Arrears of Preference Divi- 
dend on, 363; Bankrupt’s, and 
Trustee, 318; Bonus, 303, 372; 
Calls on. See under Calls; Con- 
version of, into Stock, 41S, 416; 
Convertible Preference, 300, 301 •, 
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Co-partnership, 303; Cum Div,, 
369; Cumulative Preference, 300; 
Deferred, 301 ; Dissentient Hol- 
ders of, 476-8; Ex Div., 369; 
Executors and, 330; First Pre- 
ference, 300; Forfeiture and 
Re-issue of, 378-83 ; Form of 
Application for, 288; Founders’, 
301 ; Interim Dividends on, 362 ; 
Issue of, at a discount, 352; 
Issue of, at a Premium, treat- 
ment of, 350 ; Liens and Charges 
on, 384; Management, 300; 
Ordinary, 301 ; Participating Pre- 
ference, 300 ; Preferred Ordinary, 
301; Pre-Preference, 300; Pre- 
mium on, 38, 393; Probate and 
Market Price of, 494;' Purchase 
of Own, by Company, 296 ; Re- 
deemable Preference, 54, 60, 96; 
Register, 318-31; Splitting of, 
413; Stock, difference between 
and, 413; Surrender of, 384; 
T-’ransfers of, 38, 320-6; Valua- 
tion of, 493, 494 (unquoted); 
Variation of rightsof ,270 ; Voting 
power, 339 
Shout Bilijs, 747, 749 
Short Workings, 676 
Single Column Cash Book, i 
Single Entry, ascertaining Profits 
under, i; Conversion into 
Double Entry of, 3, 3; defined, 

I ; Statement of Affairs in, 2, 3 ; 
Typical set of books in, 1 
Sinking Fund Account, specimen 
of, 47. 52, 54 

Sinking Fund Investment Account, 
specimen of, 53, 55 
Sinking B'und Method of Distui- 
MUTiNG Depreciation, 47 
Sinking Funds, 51; contrasted, 53; 
data for amount of instalments, 
52; Deficiency or Surplus on 
Realisation of, 55; defined, 51; 
for Redemption of Debentures, 
395 ; how built up, 51; Uses 
of, 52 

Skyrittg V. Greenwood [1825], 737 
Sleeping Partner, 144, 323 
Special Manager, 685 
Special Resolutions, 371, 338, 685 
Specie Points, 822 
Stable Exchange, 61 i 
Stapleyv . i?efld [1924], 61, 87 
Statement in Lijau of Prospectus, 
366, 368, 376 

Statement of Ajffaiks, in Bank- 
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ruptcy, 682; 692-701 (specimen 
of); in Single Entry, 1-3 
Statute of Limitations, Dank Notes 
and, 784; Cheques and, 784 
Statutory Company, 264 
Statutory Meeting, 337, 409 
Statutory Report, 36, 337, 409; 

Preliminary Expenses and, 413 
Statutory Trusts and Partnership, 
123 

Stock Book, specimen of, 21 
Stock, Conversion of Shares into, 
270. 303. 41s: Deferred, 304; 
Difference between Shares and, 
303; Guaranteed, 304; In- 
scribed, 304; Preferied, 304; 
Register, 327, 328, 329; (closing 
of), 369; Transfer Register, 331 ; 
Transfers of, 330 
Stock Exchange List, 313 
Stock Exchange Quotation, 312; 

Calls and, 355; Refusal of, 330 
Stock-in-Trade, valuation of,’ 23-4, 
42, 92 

Store-keeping, 628; Bin Cards, 
629,630,63s; Incoming Goods, 
629; Issue of Goods from Store, 
633; Looker Cards, 629; Pass- 
out Form, 633 ; Price Record 
Book, 636; Pricing of Goods, 
637; Real Costs, 636; Receipt 
of Goods into Store, 630; Re- 
quisition Form, 633, 634; Stock- 
taking, 637; Stores Issued Book, 
634; Stores Ledger, 632 
Straight Line Method op Distri- 
buting Depreciation, 43, 46 
Subscription List (Company), 286 
Subscriptions, iicatment of, in non- 
trading accounts, 38 
Subsidiary Companies, 464; Ad- 
vances to, and Balance Sheet, 91, 
93; What is a, 465. See also 
under Holding Companies 
Sub-Underwriters, 282 
Sundry Creditors, treatment of, in 
B/S, 96 

Sundry Debtors, treatment of, in 
B/S, 92 

Super-Tax, 873 
Surplus. See Reserves 
Surrender Value (Policy), 731 
Sur-Tax, 86s; Avoidance of, by 
creating Reserves, 61 ; Bonus 
Shares and, 373 

Survivorship Assurance Policies 
(Partnership), 171 
Sykes’s Case [1872], 295 


Table A, Articles of Association and, 
271; Calls in Advance and, 29s ; 
(interest on), 295; Calls m 
Arrear and, 295; (interest on), 
29s; Calls, dates of, and, 355; 
Directors’ Shares and, 278; Divi- 
dends on Shares and, 300, 358, 
359; 362 (interim); Forfeiture of 
Shares and, 378; Interim Divi- 
dends and, 362; Poll and, 339; 
Quorum and, 340; Shares, For- 
feiture of, and, 378; Transfer, 
form of, in, 332 ; Voting and, 339 
Tael, 835 
Talon, 307 

Taylor, Phillips and Rickard’s Case 

[1897].. 130 

Telegraphic Transfer, 797 
“ Terrier ” (Plan of Estate and Rent 
Register), 33 

Timber Trade, valuation of Stock in, 

24 

Token Coins, 807 

Tools Loose, treatment, of, 49; 

valuation of, 88 
Total Account.s, 10, 645, 646 
Trade Discount, treatment of, 25, 
26, 34 

Trade Expenses, Factory and Office, 
33 ; treatment of, 33 
Trade Marks, valuation of, 88 
Trading Accounts, 13-2.5; Car- 
riage inwards and, 36; Com- 
parative, specimen of, 17; Con- 
struction of, 13; Departmental, 
specimen of, 18, 19; Divergence 
in form of, 18; Forward In- 
voices and, 22; Goods on Ap- 
proval and, 19; Goods on Con- 
signment and, 22; Gross Profit 
and Sales, ratio between, 14; 
Manufacturing, 14; Non-Manu- 
facturing, 14; Packing Materials, 
treatment of, in, 23 ; Parliamen- 
tary Companies and, 19. See 
also under Parliamentary Com- 
panies. Percentage, specimen of, 
17; Stock-in-Trade and, 23; 
Trade Discount and, 25; Wages 
and Salaries and, 23; Work in 
Progress and, 24 
Transferee Company, 479 
Transfer Fees, treatment of, 38; 
Rates of, 38 

Transfer Journal and Self-Balanc- 
ing Ledgers 9 

Transfer Postings Journal, 418 
Transfers (Slocks and Shares), 330 
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Balance Tickets, 334; Blank, 
335; Certification of, 33s ; De- 
benture, 336; Fees, 38, 332; 
Forged, 336; Form of, 332; 
Liability of Parties to, 334; 
Nominal Consideration for, 334; 
Register of, 329; Scrutiny of, 
334; Stamp Duties on, 332 
Treasury Bills, 814,816 
Treasury Notes. See Gurrettcy 
Notes 

Trevor v. Whitworth [1888], 351 
Trial Balance, Trading Account and 
Profit and Loss Account, items 
in, 27; Difficulty of candidates 
when T/B contains asset account 
with additions during year, 45; 
Importance of drawing up, in 
examination work, 97 ; Revenue 
Items in, 27 ; Transfer Fees and, 
38 ; Work in Progress and, 24 
Trustee, Custodian, 800 
Trustee in Banicruptcy, 68$, 686; 
687, 688, 689, 690, 702-6; Ap- 
pointment of, 70a; Assignment 
of Policy and, 723 ; Audit of 
Accounts of, 707; Creditors, 
accounts to, by, 707 ; Disclaimer, 
Right of, by, 332, 687, 702; 
Dividends and, 703; Duties of, 
702; Estate Cash Book of, 704; 
Final Dividend and, 703; P'inal 
Summary of Receipts and Pay- 
ments of, 710; Fraudulent Pre- 
ference and, 703; Powers of, 
702; Remuneration of, 703; 
Shares of Bankrupt and, 318; 
Statement to accompany Notice 
of Dividend and Application for 
Release, 70S; Trading Account 
of, 706 

Trustee in Deeds of Arrangement, 
711 


Trustee, Partner as, lai 
Trust Receipt, 799 
Trusts, Notice of, and Limited Com- 
pany, 319 

Uberrimie yirfci, Assurance and, 719 
Uncalled Capital Account, 297 «. 
Underwriters (Company), z8i 
Underwriting Commission (Com- 
pany), 281 ; when ultra vires, 281 
Unissued Capital, 290 n. 

Valuation Method of Determining 
Depreciation, 49 

Valuation Premiums (Assurance), 
735 

Value Date, 801 

Variation of Shareholders’ Rights, 
270-1 

Vendor, 277 ; and Preliminary Ex- 
penses, 277 n. 

Verner v, The General and Commercial 
Investment Trust, Ltd. [1894], 466 
Voting (Company), 339 

Wages and Salaries, treatment of, 

33.39 

Waste, 41 ; Provision for, Legal and 
Commercial Views on, 49 
Water Companies’ Accounts, 54s 
Wayleaves, 676 
Weston’s Case, 330 
Wilmer v, McNamara [1895], 86 
Winding-up (Partnership), 129; 

(Limited Partnership), 223 
Wine Trade, valuation of Stock in , 24 
Working Account, 14; Parliamen- 
tary Companies and, 19; Royal- 
ties and, 33 

Work in Progress, valuation of, 34, 
93 

Workmen’s Compensation Act [1933], 
684 



